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INVESTIGATION OF THE FINANCIAL CONDITION OF 
THE UNITED STATES 


TUESDAY, AUGUST 13, 1957 


Untrep States SENATE, 
CoMMITTEE ON FINANCE, 
Washington, D. C. 

The committee met, pursuant to recess, at 10:10 a. m., in room 312 
Senate Office Building, Senator Harry Flood Byrd (chairman) 
presiding. 

Present: Senators Byrd, Kerr, Long, Martin, Williams, Flanders, 
Carlson, Bennett, and Jenner. 

Also present: Winfield Riefler, assistant to the Chairman, Board 
of Governors of the Federal Reserve System; Woodlief Thomas, 
economic adviser, Board of Governors of the Federal Reserve Sys- 
tem; and Edward Wayne, first vice president, Federal Reserve Bank 
of Richmond. 

Elizabeth B. Springer, chief clerk ; and Samuel D. McIlwain, special 
counsel, 

The Cuarrman. The committee will come to order. Mr. Martin, 
we are pleased to have you here. I believe this is your first appear- 
ance before the Senate Finance Committee. 

Mr. Martin. That’s right, sir. 

The CuarrmMan. The Chair assumes that you know the Senate 
Finance Committee is undertaking to make a complete study of the 
financial condition of the United States, including— 

(1) The revenue, bonded indebtedness, and interest rates on all 
public obligations, including contingent liabilities ; 

(2) Policies and procedures employed in the management of the 
public debt and the effect. thereof on credit, interest rates and the 
Nation’s economy and welfare; and 

(3) Factors which influence the availability and distribution of 
credit and interest rates thereon as they apply to public and private 
debt. 

This study has been understaken as a result of conditions confront- 
ing the committee in the discharge of its direct responsibilities for 
legislative matters relating to Federal revenue and debt, tariff and 
trade, and social security and pensions. 

These conditions involve the existing credit and interest situation 
and, more important, inflation which has started again with its 
ominous threat to fiscal solvency, sound money and credit, and indi- 
vidual welfare. 

The committee is exploring these areas and examining the con- 
clitions in a serious effort to determine the causes, and so far as possible 
find the remedies. 


1215 
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To make such a study complete, the committee must examine fiscal 
and monetary policies, mark the distinctions between them, and study 
their relationships, one to the other. 

In the discharge of its more direct responsibilities, the committee 
is necessarily more familiar with other policies involved than it is 
with monetary and credit policies. The record at this point in the 
study contains the testimony of the Secretary and the Under Secre- 
tary of the Treasury as a basis for consideration of fiscal policy and 
debt management. 

The Federal Reserve Board determines general monetary and credit 
policy and, as a basis for consideration of this aspect of the conditions 
which confront us, the committee would be pleased to have your testi- 
mony, as Chairman of the Board, with respect to these and related 
subjects. 

You are invited to proceed in your own way to a discussion of con- 
ditions, policy and action in this area, but for the record it would be 
appreciated if, at the outset, you would briefly— 

1. Summarize the provisions of the Federal Reserve Act, as 
amended ; 

2. Outline the powers, facilities, functions, and responsibilities of 
the Federal Reserve System and the Board; 

3. Describe their organization ; 

4, Review their relationships with the fiseal agencies and policies of 
the Government, and the banking system of the Nation; and 

5. Ex ek the purposes of monetary and credit policy, how it is 
made, why and when it is changed, and how it is implemented. 

In addition, it would be helpful to the committee if, in the course 
of your statement you would discuss the following questions: 

1. What, in your own words, is the best simple layman’s definition 
of inflation ? 

2. Are we in a period of inflation now, and if so, when did it start? 

3. Do you regard inflation as our greatest domestic problem at this 
time? 

4. What are the factors which ordinarily cause and contribute to 
inflation ? 

. What caused the value of the dollar to decline between 1940 and 
1952? 

6. Why did it stabilize between 1952 and April 1956? 

7. With basic production generally equal to or in excess of demand, 
and in the absence of deficit financing, what caused the decline in the 
value of the dollar to be renewed in April 1956, and the continual 
decline since that date ? 

8. Can present inflation be traced in any degree to increased Fed 
eral spending started in fiscal year 1956, and the easy availability of 
Federal loans and Federal guaranties and insurance on mortgages 
since that time? 

9. To what extent is this inflation being caused by increasing labor 
costs in a degree out of proportion to labor’s increase in productivity ? 

10. To what extent is this inflation being caused by increasing inter- 
est costs in a degree out of proportion to the increased productivity of 
the money borrowed. 

11. Is inflation being accelerated now? If so, what is the cause? 
If not, what is the stabilizing influence ? 
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12. If inflation continues, how far can it go, and what will be the 
effects in the process ? 


13. Once inflation is started, how can it be stopped and can the 
value of the dollar ever be regained ? 

14. Generally, will you distinguish between fiscal policy (embrac- 
ing expenditures, taxes and debt), and monetary and credit policy, 
and then relate them, one to the other? 

15. How does Federal Reserve policy accelerate or control inflation ? 
Roughly, will you list in chronological order the major Federal Re- 
serve policy actions in this respect since World War IT? 

16. Is fiscal policy action usually necessary as a complement to 
Federal Reserve policy action with respect to money and credit? If 
so, will you list recent instances of such policy combinations, cite the 
occasions, and evaluate the effects or results? 


17. I quote section 2 of the so-called Full Employment Act of 
1946 : 


The Congress hereby declares that it is the continuing policy and responsibility 
of the Federal Government to use all practical means consistent with its needs 
and obligations and other essential considerations of national policy, with the 
assistance and cooperation of industry, agriculture, labor, and State and local 
governments, to coordinate and utilize all its plans, functions, and resources 
for the purpose of creating and maintaining, in a manner calculated to foster 
and promote free competitive enterprise and the general welfare, conditions 
under which there will be afforded useful employment opportunities, including 
self-employment, for those willing, and seeking work, and to promote maximum 
employment, production, and purchasing power. 


Will you estimate and describe the weight of this statutory require- 
ment on Federal Reserve decisions? Wall you estimate and describe 
the weight of this statutory requirement on the combination of mone- 
tary, credit, and fiscal policy decisions? 

18. What are the Federal Reserve plans further to combat inflation 
and decline in the value of the dollar? 

In your testimony it is not necessary that you take these questions 
in the order I have listed them; please treat them in any combination 
better arranged for clarity of discussion, but I would like a written 
statement concisely answering these questions—to be submitted at 
the conclusion of your testimony. 

(The answers subsequently submitted by Chairman Martin to the 
above questions by Chairman Byrd follow :) 

1. What, in your own words, is the best, simple, layman’s definition of 
inflation? 

Inflation can, of course, be defined in various ways. The most important 
thing, it seems to me, is to focus on its causes, its course, its effects, and the 
means of overcoming and preventing it. My opening statement, as a whole, is 
devoted to that purpose. See in particular these sections: The Current Prob- 
lem of Inflation, Conflicting Views on Causes, the Inflationary Spiral, Expecta- 
tions of Continuing Inflation, Creeping Inflation, Effects on Productive Enter- 
prise, Effects of Inflation, Basic Factors in Recent Inflationary Pressures, What 
More Can Be Done? (to restrain inflation), and Action Required. 

In my opening statement appears one definition of inflation: “Aggregate 
demand * * * in excess of aggregate availabilities of * * * resources at exist- 
ing prices.” Mr. Wayne's presentation included another definition: “Inflation 
is a flow of spendings in excess of the flow of goods and services.” The effect 
of inflation is, of course, manifest in rising prices. Thus, in my statement, 
I noted that “inflation, * * * in terms of the man on the street, * * * is the 
rising cost of living.” 

2. Are we in a period of inflation now and when did it start? 

Inflationary pressures still exist in the economy and are being reflected in 

further advances in prices. 
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The current period of inflation started during the third quarter of 1955. At 
that time recovery from the moderate recession of 1953-54 had evidently turned 
into boom. Gross national product, personal incomes, employment, and indus- 
trial production had increased to new highs. More important from the point 
of view of inflationary pressures, however, was the overriding strength of 
demands relative to capacity to produce. Output in key industries was at or 
near capacity and the backlog of manufacturers’ orders for durable goods was 
rising rapidly. Not only were business expenditures for plant and equipment 
increasing, but, as became abundantly clear subsequently, business concerns 
were in the process of reappraising upward their fixed capital needs. Demands 
for manpower as well as for industrial resources were heavy. In response to 
these strong demands, the increase in the labor force was exceptionally large 
between mid-1954 and mid-1955 and unemployment declined to low levels. In 
manufacturing industries, the length of the workweek was still increasing in 
the second half of 1955 and overtime was widespread. In financial markets, 
too, demands were heavy. 

The strength of demands relative to available resources put intense pressure 
on the price and cost structure. Industrial prices, which on the average had 
shown little change earlier in the recovery period, rose considerably after 
mid-1955, the rise amounting to 3.5 percent from June to December of that year. 
The wholesale price index for all commodities, however, increased by less than 
1 pereent; prices of farm products declined substantially further and food 
prices also came down as industrial prices rose. The wage structure was subject 
to upward pressures, with average hourly earnings in manufacturing up 6 cents, 
or 8.2 percent, in this period. Consumer prices, however, changed little in 1955. 

The sharp increase in consumer spending in 1955 was reflected both in that 
year and in 1956 by expansion of business expenditures for fixed capital—cur- 
rently in record volume. In the second half of 1955 and in the course of 1956, 
aggregate demands appeared sufficiently strong to permit increases in wage and 
other costs to be recovered through price advances. With the demand-cost- 
price spiral well underway, expectations of continued inflation became wide- 
spread. Thése expectations, as well as the advanced level of prices, are major 
influences on continued strong demands for funds. Lenders today have no 
difficulty whatever in finding favorable outlets for their funds. Industrial 
prices are now 8 percent and consumer prices 5 percent higher than 2 years ago. 
Average hourly earnings in manufacturing industries have increased almost 
9 percent. 

The following table indicates the extent to which increases in the dollar totals 
of gross national product over the past 2 years have reflected rising prices and 
increases in the physical volume of goods and services. 


Increase in gross national product, 1954-57 














Current Prices Physical 
dollars output 
Period J 
Percentage increase 
2d quarter 1944 to 2d quarter 1955__.....___...._..-- oid 8.1 1.1 7.0 
2d quarter 1955 to 2d quarter 1956 sous anaiemanen 6.0 2.6 3.3 
2d quarter 1956 to 2d quarter 1957__- ; 5.7 3.5 22 
| 
Distribution of increase (percent) 

2d quarter 1954 to 2d quarter 1955______- ‘ ihiewels 100 14 86 
2d quarter 1955 to 2d quarter 1956_.......-....-- itt ; 100 45 55 
38 


2d quarter 1956 to 2d quarter 1957_........-.__-- al 100 62 


Increases in physical volume of product were more difficult to achieve after 
mid-1955 than earlier, since manpower and industrial resources were by then 
intensively utilized. Moderate increases in output have been achieved over the 
past 2 years, but inflationary pressures have been so strong that half or more of 
the dollar increase in product has represented rising prices. The wide disparity 
between the two over the past year largely represents the steady rise in consumer 
prices. 
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38. Do you regard inflation as our greatest domestic problem at this time? 
In my opening statement I stated: “* * * Clearly the most critical economic 
problem now facing this country is that of inflation. * * *” 
4. What are the factors which ordinarily cause and contribute to inflation? 
The factors which contribute to inflation are those which lead to a rate of 
spending in the economy greater than the rate at which goods and services are 
being made available on the market at existing prices. When the economy is 
already operating at a high rate—as it was by mid-1955, after recovery from the 
1954 recession—further marked increases in spending bring about further 
increases in supplies only gradually and lead very soon to increases in prices, 
for both goods and services. Once prices start up, as they did in wholesale 
markets for industrial commodities in this country after mid-1955, many forces 
operate to keep them going—including the expectation of further price increases. 
The factors in the current situation and different views concerning them are 
discussed in my statement, especially on pages 9-11: 


“CONFLICTING VIEWS ON CAUSES 


“There is much current discussion of the origin of inflationary pressures. 
Some believe they reflect a recurrence of demand pulls, similar to those present 
in the earlier postwar period. Others believe they originate in a cost push 
engendered by administered pricing policies and wage agreement that violate 
the limits of tolerance set by advances in productivity. 

“These distinctions present an oversimplification of the problem. Inflation is 
a process in which rising costs and prices mutually interact upon each other 
over time with a spiral effect. Inflation always has the attributes, therefore, of 
‘a cost push. At the same time, demand must always be sufficient to keep the 
spiral moving. Otherwise the marking up of prices in one sector of the economy 
would be offset by a reduction of prices in other sectors. 

“There is much to be said for the view that contractual or other arrangements 
designed as shelters or hedges from inflation have the effect of quickening its 
tempo. The 5-percent rise in the cost of living which we have experienced over 
the last 2 years has probably reflected and been reflected in more rapidly rising 
wage costs because of the prevalence of cost-of-living clauses in many modern 
wage contracts. Cost-plus contracts tend to have the same quickening effect on 
the inflationary spiral. 

“The spiral is also, however, a demand spiral. At each point of time in the 
development of the inflationary spiral, there must be sufficient demand to take 
the higher priced goods off the market and thus keep the process moving. 


“THE INFLATIONARY SPIRAL 


“The workings of the spiral of inflation are illustrated by the economy of 
the moment. As has been brought out at some of the earlier hearings of this 
committee, we are now faced with the seeming paradox that prices are expected 
to continue to rise, even though the specific bottlenecks in capacity that impeded 
the growth of production in 1956 have now been largely relieved, and investment 
in productive facilities continues at very high levels. Houses, automobiles, 
household appliances, and other consumer goods, as well as most basic materials, 
are all readily available—at a price. The problem is no longer one of specific 
shortages or bottlenecks causing prices of individual commodities to be bid up 
because of limited availability but rather it is one of broad general pressure on 
all of our resources. In other words, aggregate demand is in excess of aggre- 
gate availabilities of these resources at existing prices. 

“Taking the situation as a whole, as individuals, corporations, and governments 
proceed with their expenditure plans, buttressed by borrowed funds, they are in 
the position of attempting to bid the basic factors of production—land, labor, and 
capital—away from each other and in the process the general level of costs and 
prices is inevitably pushed upward. Recently, this general pressure has been 
expressing itself particularly in rising prices for services as compared with 
goods. Despite the existence in some lines of reduced employment and slack 
demand, many employers now face rising costs when they seek to expand activity 
by adding appreciably to the number employed. Often, the additional manpower 
required has to be bid away from other employers. As a result, many current 
plans for further expansion of capacity place great emphasis on more efficient, 
more productive equipment rather than on more manpower. 
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“This generalized pressure on resources comes to a head in financial markets 
in the form of a shortage of saving in relation to the demand for funds. A con- 
siderable volume of expenditure is financed at all times out of borrowed funds. 
When these funds are borrowed from others who have curtailed their own expendi- 
tures, no additional demand for resources is generated. On balance, however, 
demands for funds by those who have wanted to borrow money to spend in excess 
of their current incomes have outrun savings. Those who have saved by limit- 
ing their current expenditures, and thus made funds available for lending, have 
still not kept pace with the desire of governments, businesses, and individuals 
to borrow in order to spend.” 

5. What caused the value of the dollar to decline between 1940 and 1952? 

During the period 1941-45, the enormous volume of Federal Government war 
expenditures, matched only in part by taxation, increased incomes greatly while 
available supplies of goods were limited by the need to devote resources to the 
war. Rationing and price and wage controls, as well as patriotic motives, held 
down expenditures and restrained but did not prevent price advances. 

With outlets for spending limited, involuntary savings of consumers and busi- 
nesses were large and took the form of substantial accumulations of cash and 
Government securities. A considerable growth of the money supply was to be 
expected in view of the greater needs for currency and deposits accompanying 
higher levels of economic activity and greater mobility of the military and 
civilian population. The supply of money, however, increased more than was 
required for these needs, as indicated by the decline in velocity of money during 
the war years. The record expansion in the money supply—from $42 billion at 
the end of 1940 to $102 billion at the end of 1945—reflected large-scale purchases 
of Government securities by banks. The expansion of bank credit was based 
on reserves supplied by the Federal Reserve System, in accordance with policy 
of financing the wartime deficits at stable and low interest rates. 

At the end of the war Federal Government expenditures declined, but private 
outlays rose sharply as consumers, including returning servicemen, spent accu- 
mulated savings in order to replenish wardrobes, acquire and furnish homes, 
and purchase automobiles; at the same time, businesses were motivated to 
undertake investment outlays that had been deferred and to increase their in- 
ventories. Also, State and local governments increased their outlays to provide 
war-deferred community facilities. Foreign countries, many of them suffering 
from war damage, also added significantly to demands for goods in the United 
States. 

These heavy demands for goods and services, backed by large accumulations 
of cash and of Government securities in the hands of consumers, business, banks, 
and other financial institutions, imposed strong pressures on the administrative 
effectiveness of existing price and rationing controls. As these were relaxed 
and finally eliminated, prices rose rapidly. Moderate cash surpluses in the Fed- 
eral budget in 1947 and 1948 helped to restrain inflationary pressures in these 
years, as did regulation of the use of installment credit. On the other hand, 
the Federal Reserve was inhibited from exercising flexible market restraints by 
the continued policy of supporting market prices of Government securities. Thus 
member bank reserves were provided virtually on the demand of holders of such 
securities. Between 1945 and 1948 the Consumer Price Index rose one-third; 
this 3-year period accounts for about one-half the absolute increase in the Con- 
sumer Price Index from 1940 to 1952. 

Prices reacted in the latter part of 1948 as the economy underwent a moderate 
inventory recession. A vigorous recovery began in the autumn of 1949 and 
prices started upward again in the first half of 1950, before the outbreak of 
the Korean war. 

This upward price movement was sharply accelerated during the Korean war 
as consumers and businesses stepped up their purchases of goods acting upon 
expectations of inflation and shortages that might result from the Korean 
hostilities and the defense program then being formulated. This expansion of 
private buying was financed in part by a large and rapid expansion in bank 
loans. Until March 1951, when the Federal Reserve policy of supporting Gov- 
ernment securities was ended, there was little deterrent to sales of Govern- 
ment securities by banks and other holders for the purpose of expanding pri- 
vate expenditures. Moreover, enlarged Government expenditures in connection 
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with the Korean hostilities as well as the defense buildup here and abroad soon 
added to the overall demand for goods and services. Price and wage controls, 
materials allocations, and installment credit regulations were reimposed. 
Wholesale prices turned down in early 1951, but consumer prices continued to 
creep upward during the rest of that year and in 1952, as rents, transportation 
and utility rates, and other lagging prices continued to rise slowly. 

6. Why did it stabilize between 1952 and April 1956? 

Relative stability in commodity prices was established in early 1951, about 
the time when the Treasury and the Federal Reserve reached an accord “with 
respect to debt management and monetary policies to assure successful financing 
of the Government and at the same time to minimize monetization of the public 
debt.” This stability followed a period of sharp price rise in late 1950 that 
resulted from the wave of overbuying, overborrowing, and overpricing on the 
part of the private economy in what proved to be exaggerated anticipation of 
the effects of the huge defense program that was being inaugurated. 

Actually, this wave was brought under control and price pressures subsided 
while defense spending was expanding, and the economy as a whole maintained 
a fairly well-balanced position during most of 1951 and 1952. The more flexible 
operating policies which the Federal Reserve was able to adopt as a result of the 
accord, together with various selective and direct controls—including regula- 
tion of consumer and real-estate credit and the voluntary credit restraint pro- 
gram, as well as price ceilings and allocations of scarce goods—kept private de- 
mands within the limits of productive capacity. Also, increases in taxes offset 
some of the additional Government expenditures. By mid-1952, the pace of 
expansion of defense expenditures was beginning to slacken, and there was again 
leeway for growth in private expenditures for consumption and investment. 
The various selective and direct controls were relaxed and discontinued. 

Wholesale prices in general declined somewhat in 1951 and 1952, reflecting 
principally decreases in prices of those commodities which had risen most 
Sharply in 1950, particularly farm products and other basic raw materials. 
Prices of farm products continued to decline until the end of 1955, as the world- 
wide structure of agricultural output was adjusting from wartime distortions 
and also to rapid increases in the productivity of farms. Finished industrial 
products, on the other hand, were relatively stable or tended to rise moderately 
in price from 1951 through 1953, reflecting the generally strong demand for these 
products. Wage rates also rose. Consumer prices continued to rise moderately 
in 1951 and subsequent years, owing in part to relaxation of price controls, 
particularly those over rents, and to gradual absorption into prices of the 
increases in costs of various services whose prices had risen more slowly during 
the war and early postwar years than had other prices. 

In late 1952 and early 1953, with defense expenditures still large, private 
spending for both consumption and investment expanded again. The economy 
generally was operating on an overtime basis, supported by substantial credit 
expansion on the part of both private borrowers and the Federal Government. 
Mortgage loans and consumer installment credit showed the most pronounced 
increases, as they had in most of the postwar years. Business borrowing—both 
long-term and short-term—also expanded, as did borrowing by State and local 
governments. Although savings by the public increased in this period, they 
did not suffice to meet the growth in demand for loans, and the Federal Reserve 
System applied restraints to prevent undue substitution of bank credit for 
Savings. These measures were reversed rapidly in the late spring as strains 
developed in the money market. 

Sharp curtailment of defense expenditures beginning in mid-1953, some slack- 
ening in consumer durable goods buying on credit, and a related inventory 
adjustment brought a moderate recession in economic activity until mid-1954. 
Prices remained relatively stable during this period. Consumer spending for 
nondurable goods and services, residential building, and State and local govern- 
ment expenditures continued to increase. A general recovery began in the latter 
part of 1954 and by the latter part of 1955 economic activity was at new highs. 

During this period of changing economic climates, Federal Reserve policy 
was aimed at supplying adequate credit for growth but at the same time 
avoiding credit excesses. Restraint on bank credit expansion was strengthened 
in 1952 and early 1953. During the slackening in activity from mid-1953 until 
the last half of 1954, the major contribution of credit policy was to facilitate 
bank lending and to avoid a decrease in the money supply. The easier credit 
availability provided support for mortgage lending and for financing by utilities 
and by State and local governments. In addition to easier credit, large tax 
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reductions in 1954 helped to stimulate both consumer buying and business invest- 
ment. After mid-1955, resumed economic expansion and accelerated credit 
demands again pressed upon the limits of productive capacity and the supply of 
savings available for investment. Credit restraints were exerted to help keep 
monetary growth within reasonable bounds. 

In summary, the relative stability in the value of the dollar that prevailed 
from the Treasury-Federal Reserve accord in March 1951 until mid-1953 may 
be attributed largely to the restrictive monetary policy which limited credit 
expansion and permitted flexibility in interest rates in the face of huge and 
expanding defense expenditures and vigorous demands from the private 
economy. Other factors which had a moderating influence in the early part 
of this period were direct and selective controls of various sorts and reaction 
to the excesses that followed the Korean outbreak, as well as the basic adjust- 
ment in agriculture. 

When the defense program was sharply curtailed after mid-1953, a relaxation 
of credit restraints stimulated demands, particularly for residential building, 
utility expansion, and State and local government borrowing for community 
facilities. A tax reduction early in 1954 provided another stimulus. By the 
end of 1954 general expansion in economic activity had been resumed and 
credit restraints were again imposed to keep expenditures within the limits of 
sustainable growth and of productive capacity and thus to maintain stability in 
the value of the dollar. 

7. With basic production generally equal to or in excess of demand, 
and in the absence of deficit financing, what caused the decline in the value 
of the dollar to be renewed in April 1956, and the continual decline since 
that date? 

The basic cause of renewed decline in the value of the dollar, to quote from my 
opening statement, is that “aggregate demand is in excess of aggregate avail- 
abilities of these resources at existing prices.” It is true that expenditures for 
some important products—notably automobiles and houses—declined consider- 
ably in the course of 1956 and currently are smaller than in the third quarter 
of 1955. Business inventory accumulation this year has also been smaller than 
in 1955 and 1956. On the other hand, other demands have increased. Business 
outlays for plant and equipment are currently 28 percent above the level of 
2 years ago. Consumer outlays for nondurable goods and services and State 
and local government expenditures have risen without interruption. If demands 
for autos and housing had continued as strong as earlier, in addition to the 
demand pressure we have actually experienced, overall inflationary pressures 
would have been even more intense than they have been. 

So far as the Federal Government’s fiscal position is concerned, its anti- 
inflationary influence declined in the fiscal year 1957. The pertinent figures 
follow: 

{In billions of dollars] 


7 Federal surplus or deficit (—) 
Fiscal’year 

















Budget Cash 
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1 Estimate. 


The shift from deficit to surplus in fiscal year 1956 was a move in the right 
direction in restraining inflationary pressures, but clearly was not sufficient in 
the light of actual developments. In fiscal year 1957, the budget surplus was 
the same as in 1956, but the cash surplus was smaller so that total fiscal opera- 
tions of the Federal Government, including trust funds transactions, had a 
smaller anti-inflationary influence than during the fiscal year 1956. 

Fundamentally, the force of inflationary pressures has not been interrupted 
over the past 2 years, although its pattern of influence has changed. In the late 
winter and early spring of 1956, the opinion was expressed in some quarters 
that the boom was coming to an end and that inflationary pressures were 
virtually over. In retrospect, it is clear that this view was a misreading of the 
situation. The view relied heavily on the decline in consumer outlays for auto- 
mobiles and housing. It did not adequately appraise the formidable strength of 





wo fe fee bet a Ot lhe oe a 


ee ee ee ee ee ee a 


fr 


i ae ee ee ee ae” a ae 


Se — ss oF Lt 


~ Hw hh 


— > -—-* "a © et 


— 





wrYeuwetyv «= 


— Vr Se ee 6h 


FINANCIAL CONDITION OF THE UNITED STATES 1223 


business demand for fixed capital. When the McGraw-Hill and Commerce- 
SEC surveys of business intentions to spend on plant and equipment, available 
in the spring of 1956, revealed intentions of further large expansions, from al- 
ready record levels, and as business concerns began to borrow in enormous 
volume both in the long-term capital market and from banks (particularly at the 
March and June tax dates), views about the future again became generally 
bullish. Moreover, throughout this period consumer demands for nondurable 
goods and services and State and local government demands related to capital 
programs and current operations continued very strong. 

Industrial prices were strong on the upside from mid-1955 to the spring of 
1956, and in the second half of 1956, following the steel wage settlement, they 
again advanced rapidly. This year, however, average industrial prices have 
increased little further. Consumer prices in April 1956 began the rapid and 
almost uninterrupted rise which has continued through June 1957, the latest 
available data. This sustained advance reflects the continued vigor of aggregate 
consumer demands. On the cost side, it represents in part the working out of 
previous price increases at the manufacturing level, rising costs incurred by re- 
tailers, and the sustained rise in the cost of services. 

8. Can present inflation be traced in any degree to increased Federal 
spending started in fiscal year 1956, and the easy availability of Federal 
loans, and Federal guaranties and insurance on mortgages, since that time? 

The recent period is characterized by increases in spending in most sectors of 
the economy, and recent price advances stem from the combined impact of these 
demand pressures on available supplies of goods and services. Among these 
sectors, expenditures of the Federal Government, specifically those for national 
security programs, have increased substantially since the middie of 1956. These 
outlays have represented an additional demand for available goods and services 
and they may also have stimulated some related private expenditures. The 
effect of the increase in Federal outlays has been offset in part by some increase 
in Federal tax receipts as a result of expanding incomes—an expansion itself 
in part the result of inflation—but receipts have not increased as much as ex- 
penditures. The Federal cash surplus in fiscal 1957 amounted to only about $2 
billion, compared with $4.5 billion in fiscal 1956. Thus, the anti-inflationary con- 
tribution of the Government’s fiscal position decreased in fiscal 1957 from the 
preceding year. Under conditions of strong private credit demands, a substan- 
tial Federal Government surplus and retirement of Government debt help to 
provide additional funds for financing private and State-local government in- 
vestment. In this way, Federal fiscal policies contribute to economic growth in 
a noninflationary manner. 

In periods of active demand, as in recent months, any specific Federal programs 
which stimulate borrowing or improve the credit status of borrowers, must be 
considered in addition to the actual cash surplus or deficit in order to complete 
an appraisal of the role of various sectors of the economy in contributing to in- 
flationary pressures. To the extent that such Federal programs actually have 
been effective in stimulating borrowing, they have added to pressures on capital 
markets. 

In retrospect, considering the course of events over the last 2 years, it is 
clear that in an economy as large as ours and with the proportion of Government- 
stimulated activity as high as it is in our economy, the Federal Government 
should plan on larger budget surpluses in periods of high activity. As I com- 
mented in my statement, “The present situation calls both for a larger budgetary 
surplus than we have had or have in prospect, and a continuance of restraint upon 
creation of new supplies of money.” 

9. To what extent is this inflation being caused by increasing labor costs 
in a degree out of proportion to labor’s increase in productivity ? 

In my opening statement I indicated that real wages in this country have 
risen to the highest levels in the world because of the increasing productivity 
of our national economy. While there have been many instances of pause or 
even temporary decline in productivity, over the long pull productive efficiency 
has increased fairly steadily. 

Changes in the relationships of wages, prices, and productivity are uneven 
from year to year; it is, therefore, extremely difficult to determine for any given 
short-run period the precise influence of wage-productivity developments on 
prices and profits. 

The facts for the postwar period indicate fairly clearly that real weekly earn- 
ings have increased significantly only in those periods in which prices were 
stable. (See table at end of answer.) Over the past year rising consumer 
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prices have offset wage increases with little or no real gains in earnings for the 
average worker. Workers have been attempting increasingly, through cost-of- 
living escalator clauses or current wage negotiations, to obtain wage increases 
which will both meet the rise in prices and also provide for increases in stand- 
ard of living. If past experience is any guide, however, further increases in 
money wages are not likely to result in gains in average real earnings as long 
as prices rise. This is one manifestation of the process of inflation in which 
rising costs and prices mutually interact upon each other over time with a 
spiral effect. 

Unfortunately, the available data on output per man-hour do not allow us 
to say with any degree of precision what the short-run changes in produc- 
tivity or in unit labor costs have been from month to month, quarter to quar- 
ter, or even year to year. There is first the problem of accuracy of the measure- 
ment of output per man-hour which requires relating output and man-hour 
series to each other, each with different weighting factors, seasonal movements, 
and many possible, but unknown errors. Then there are problems of concept, in- 
cluding questions relating to the inclusion of various categories of workers, the 
measuring of changes in quality of product, the use of physical output versus 
deflated dollar output, the weighting of respective series, etc. While these prob- 
lems are difficult and controversial, progress is being made in measurement. 
At present, however, there is no one official series pertaining to productivity. 

The preliminary data for manufacturing, based on production workers only, 
suggests that in the last half of 1955 and the first half of 1956 output per man- 
hour was relatively stable rather than increasing. Wage rates continued to 
rise during this period. After mid-1956, however, it appears that output per 
man-hour again began to increase with the rise in output per man-hour between 
mid-1956 and mid-1957 probably more in line with historical trends. These 
data, it should be noted, do not include nonproduction workers. The number 
of professional, managerial, and clerical workers in manufacturing has been 
growing rapidly in recent years, while the numberof production workers has 
declined. Thus, basing productivity measurements on total manufacturing em- 
ployment rather than production worker employment, would tend to lower the 
rate of growth in productivity. There are further technical problems involved 
in going a step further and attempting to measure unit labor costs. Private 
security and welfare programs, such as pension and health, have been extended 
rapidly and changes in hourly or weekly earnings do not fully represent growth 
in worker’s compensation or employer’s labor costs. Expansion in such non- 
wage benefits increases the difficulties of measuring statistically changes in unit 
labor costs in manufacturing. 

In the nonmanufacturing sector, measurement of output per man-hour is 
subject to even greater qualification than in the manufacturing industries, 
because it is so difficult to measure output in physical terms. In any event, the 
very expansive demands in all nonindustrial activities in the past 8 years— 
especially in the trades, services, and State and local governments—have been a 
significant factor in bidding up wages and prices in these activities. 

This year the steep rise in the cost of living, rather than productivity, has 
become the major factor in collective bargaining and wage determination. For 
instance, the auto workers between mid-1956 and mid-1957 received approxi- 
mately 15 cents, or 7 percent, in additional wages, but 9 cents of that wage in- 
crease came as result of an escalator clause and merely offset the higher cost of 
living. The size of the total wage increase thus had less relation to changes in 
productivity in the industry or in the economy than earlier. As a result of 
recent price rises, there has been a resurgence in labor management contracts 
containing such cost-of-living escalator clauses. This year roughly 4 million 
workers have or will get cost-of-living adjustments. In addition, most of the 
major agreements, such as those in rubber, petroleum, and construction in- 
dustries, which were reopened or renegotiated in recent months also provide for 
substantial increases in pay. The amount of these increases would seem to 
indicate that employee demands for higher wages to match higher living costs 
have been taken into account by employers in final settlements. Wages have also 
advanced to record levels in sectors of the economy usually considered as out- 
side the sphere of direct union bargaining, with higher living costs also an 
important influence on the size of the recent adjustments made. The continuing 
strong demand for additional labor in these sectors has also contributed to wage 
pressures. 

Rises in “real weekly earnings” in manufacturing industries in the postwar 
period have varied from year to year and have not always paralleled yearly 
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changes in productivity. In the long run, real wages have increased in line with 
rising productivity, but in the postwar era money wage rates have risen fairly 
steadily from year to year, while real gains in earnings occurred when con- 
sumer prices were relatively stable. Average wage increases were only about 
sufficient to offset higher prices when prices were rising rapidly, but they were 
accompanied by real advances in worker’s earnings when prices were stable. 
From mid-1946 to mid-1948, a period of sharply rising prices following the con- 
clusion of World War II, both consumer prices and average weekly earnings in 
manufacturing rose by almost 25 percent. This was followed by a period of little 
change in prices between mid-1948 and mid-1950, prior to the outbreak of Korean 
hostilities. In this period “real” weekly earnings increased about 10 percent. 
In the following 2 years, mid-1950 to the spring of 1952, sharply rising prices 
again offset rising weekly wages, each rising about 10 percent in the period. With 
prices again relatively stable between the spring of 1952 and early 1956, weekly 
wages continue to rise and significant gains in “real earnings” were achieved. In 
contrast, since early 1956 consumer prices have advanced by 5 percent, about the 
same as the rise in weekly earnings in manufacturing industries. 

In nonmanufacturing industries also, money earnings have risen fairly steadily 
but gains in real earnings appear to depend on stable consumer prices. This con- 
clusion perhaps applies even more in these industries since in periods of rising 
consumer prices, wages in most of these sectors have often not been able to 
adjust to rising prices so quickly as those in the manufacturing lines. 


Changes in consumer prices and in average weekly earnings in manufacturing, 
July 1946-—June 1957 


Percentage changes 


Period C 
| 





Consumer |Average weekly 

Price earnings in 
Index manufacturing 
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10. To what extent is this inflation being caused by increasing interest 
costs in a degree out of proportion to the increased productivity of the money 
borrowed? 

In my opening statement, I discussed the question “Do rising interest rates 
add to inflation?” as follows: 

“We must be clear in viewing these relationships to distinguish cause from 
effect and not to confuse them. It is sometimes said that rising interest rates, 
by increasing the costs of doing business, lead to higher prices and thus contribute 
to inflation. This view is based upon an inadequate conception of the role of 
interest rates in the economy, and upon a mistaken idea of how interest costs 
compare with total costs. In municipal government budgets, it is about 2 per- 
cent; in many utilities, it is 3 to 5 percent. Thus, as an element of cost, interest 
rates are relatively small; but, as a reflection of demand pressures in markets 
for funds, interest rates are highly sensitive. As previously explained, rising 
interest rates result primarily from an excess of borrowing demands over the 
available supply of savings. Since these demands are stimulated by inflation, 
under these circumstances rising interest rates are an effect of inflationary 
pressures, not a cause. Any attempt to prevent such a rise by creating new 
money would lead to a much more rapid rise in prices and in costs than would 
result from any likely increase in interest rates. Such an attempt, moreover, 
would not remove the need for a fundamental adjustment in the relation between 
saving and consumption and probably would fail in its purpose of stabilizing 
interest rates.” 

I went on to say: 

“A major cause of recent inflationary pressures has been the attempt to crowd 
into this period a volume of investment greater than the economy could take 
without curtailing consumption more than consumers have been willing to do, 
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In fact, there has been some increase in consumption on borrowed funds. In- 
creases in interest rates naturally come about under such conditions; they are 
the economy’s means of protecting itself against such excessive bunching of 
investment or the building up of an unsustainable rate of consumption. While 
the effect of a moderate change in interest rates on the cost of goods currently 
being produced and sold is small and relatively unimportant, changes in interest 
rates do assume importance as a cost in the planning of new investment outlays. 
These costs do not affect current operations or add to upward price pressures 
to any substantial extent. They do tend to deter the undertaking of new invest- 
ment projects and to keep the amount of investment spending that is being 
undertaken in line with the economy’s ability to produce investment goods. To 
maintain artificially low interest rates under these conditions, without intro- 
ducing any other force to restrain investment, would be to invite an unbridled 
investment boom, inflation, and an inevitable collapse later. 

“Tt is necessary to emphasize that there are many influences, other than mone- 
tary policies and interest rates, that affect the volume of consumption, invest- 
ment, and saving and their relationships.” 

With regard to the specific question, these earlier remarks may be supple- 
mented as follows: 

1. Borrowers encompass every sector of the economy—business, consumers, 
government. The bulk of borrowing is done for purposes for which the concept 
of “productivity” is most elusive. This is the case especially for consumer 
borrowing which, as the table on page 5 shows, accounted for about one-half 
of the total increase in public and private debt from the end of 1954 to mid-1957. 
In a general way, we might say that better housing, more consumer durable 
goods, more adequate schools and roads, etc., increase the ability of individuals 
to make a more productive society, as well as improve their immediate well- 
being. There is no way statistically to distinguish between the contribution 
of these influences to productivity and to higher standards of current living. 
For consumer and government borrowing, higher interest costs are small in 
comparison with the sort of widespread price increases that develop in an in- 
flationary situation. 

For individual consumers, the amount of interest payments may at times 
be considerable. For consumers as a group, however, total interest outlays 
are relatively small portions of total outlays, and total interest receipts are 
relatively small portions of total receipts. Thus, the Federal Reserve Board 
flow-of-funds accounts show that the consumer sector paid out $6.9 billion of 
interest in 1955, only 2.1 percent of their nonfinancial use of funds. This com- 
pares with interest outlays of $3.5 billion in 1950, or 1.45 percent of total uses 
in 1950. Meanwhile, the consumer sector received $8.5 billion of interest in 
1955, 2.5 percent of aggregate funds from nonfinancial sources, and $6.2 billion 
in 1950, or 2.6 percent of funds. It may also be noted that, as of December 1956, 
mortgage interest paid accounted for only 1.7 percent of the weight of all items 
in the BLS Consumer Price Index (interest on installment debt is not included 
in this index). 

2. The question appears more relevant for business borrowing, and in par- 
ticular for business borrowing to finance investment in fixed capital. In this 
connection, it may be noted that a large proportion of such investment— 
varying, however, from industry to industry and concern to concern—is financed 
out of internal resources; i. e., depreciation allowances and undistributed profits. 

3. If the question is interpreted as relating to productivity of fixed capital, 
it should be emphasized that the measurement of such productivity is ex- 
tremely difficult for both conceptual and statistical reasons. The study— 
Productivity, Prices, and Incomes—recently published by the committee staff 
of the Joint Economic Committee states (p. 23): “The ratio of capital to out- 
put fluctuates widely according to how capital and output are defined or meas- 
ured and according to changing economic relationshpis, including relative 
costs of labor, capital, materials, ete.” 

Data are not available to indicate how output per unit of new capital has 
behaved. It is evident, however, that new fixed capital is considered by man- 
agement to be generally more productive than existing fixed capital and, indeed, 
much investment is made primarily because products cost less when made with 
new plant and equipment than when made with existing equipment. 

Changes in labor productivity are generally measured by dividing changes 
in total output of goods by changes in the total input of man-hours expended 
in producing the goods. Actually, of course, increased output results largely 
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from providing workers with more and improved machinery and equipment, 
so that in a sense changes in output per man-hour measure changes in the 
productivity of capital as well as labor. 

While efforts may be made to pass on higher interest costs on new capital in 
the form of higher prices, for most industries the additional costs would be rela- 
tively small. 

4. Despite higher interest rates, business outlays per fixed capital are at record 
levels. With the fixed-capital producing industries operating at or close to 
eapacity, these business demands have added to inflationary pressures. They 
have also, however, expanded our productive base and also our ability to turn 
out a larger volume of goods for a given labor input. 

Rising interest rates, reflecting demands for funds in excess of the avail- 
able supply, do perform a rationing function; i. e., on the whole, the free play of 
market forces tends to allocate available funds to those sectors where demands 
are most urgent. This function is not performed perfectly by any means, but 
it is performed better through market competitive forces than by any al- 
ternative open to us. The presumption is strong that, so far as business is con- 
cerned, funds have, on the whole, been allocated by this process to the most 
productive uses. 


Increase in public and private debt, Dec. 31, 1954, to June 30, 1957 
[Billions of dollars] 


Increase (+) or 
Item decrease (—) 


Net public and private, total..loq.22 jas zee ul eo enlog ee 73.2 
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Source: Survey of Current Business, May 1957, and preliminary estimates for June 30, 
1957, by Division of Research and Statistics of the Federal Reserve Board. 

Net debt for the publie sectors of the economy represents total outstanding indebtedness 
minus intrasector holdings of such debt, e. g., total Federal debt minus such portions of 
that debt as are held by Federal Government corporations and agencies. Net corporate 
debt represents total corporate debt minus intercompany debts of affiliated companies. 
Debt figures for the noncorporate private area are gross, with no adjustment for intra- 
sector holdings. Excluded from ‘gross and net debt of all sectors are (1) deposit liability 
of banks and amount of bank notes in circulation, (2) value of outstanding policies and 
annuities of life-insurance carriers, (3) short-term debt of individuals and unincorporated 
nonfinancial business concerns held by other individuals and unincorporated businesses, 
and (4) nominal corporate debt, such as bonds authorized but not issued, and issued but 
reacquired. Data as classified in the Survey of Current Business have been modified by 
the exclusion from loans to nonfarm business (and from the change in total debt, as well) 
of: (1) credit extended by commercial banks to real estate mortgage lenders, secured or 
unsecured by mortgages (data used for this purpose relate to mid-August 1954 and mid- 
May 1957, the available dates closest to Dec. 31, 1954, and June 30, 1957) ; (2) borrowing 
by finance companies through security issues, open market paper, and bank loans. 


11. Is inflation being accelerated now? If so, what is the cause. If not, 
what is the stabilizing influence? 

In recent months inflationary forces have continued dominant in the economy. 
Consumer prices reached a new high in June and apparently rose further in 
July, to a level about 5 percent above that prevailing from mid-1952 to the spring 
of 1956. In wholesale markets, commodity prices increased in June and early 
July, to a level about 7 percent above that in mid-1955, when the present broad 
advance began. Aggregate spending has continued excessive in relation to sup- 
plies of goods and services available at existing prices. 
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Spending this year for new residential building and automobiles, and also for 
business inventories, has been below earlier highs, but spending of most other 
types either has been maintained at an advanced level or has risen further. 
Producers’ expenditures for new construction and equipment have risen some- 
what further, beyond the high level reached toward the end of last year after a 
rapid uninterrupted advance of a year and a half. Government outlays have 
increased further at both the Federal and the State and local level. Consumer 
outlays, particularly for services, have continued to expand. The aggregate of 
spending—private and governmental—in the second quarter this year was higher 
than ever before. 

While inflationary forces have continued dominant in the economy, with some 
important influences operating in the direction of speeding up the current price 
advance, other influences have been tending to slow down price increases. Saving 
in financial form has increased. Industrial capacity has grown to a level where 
it is capable of meeting current and immediately prospective demands. Business 
demands for goods to increase inventories have been cut back for a variety of 
reasons: (@) holdings are larger now, following further buildup last year; (0b) 
costs of carrying inventories have been rising; and (¢c) businesses have become 
more concerned about their liquidity positions. Reflecting diverse influences, 
industrial price changes have become more selective, with some declines in 
evidence as well as increases. 

In general, however, the upward price movement has continued and in some 
sectors recent price advances have been substantial, as illustrated by the latest 
increase authorized for freight rates. Thus, the broad upward price movement 
has become more selective but has not yet stopped. 

12. If inflation continues, how far can it go, and what will be the effects 
in the process? 

13. Once inflation is started, how can it be stopped and how can the value 
of the dollar ever be regained? 

In the past, an inflation, once started, has continued until it was stopped, 
usually either by appropriate monetary and fiscal policy or, failing the adoption 
of such policies, until it collapsed from imbalances it had generated. In extreme 
eases inflations have come to an end because people refused to accept what was 
in effect worthless money. As I said in my statement (pp. 13-14): 

“Once such a spiral is set in motion, it has a strong tendency to feed upon 
itself. If prices generally are expected to rise, incentives to save and to lend are 
diminished and incentives to borrow and to spend are increased. Consumers 
who would normally be savers are encouraged to postpone saving and, instead, 
purchase goods of which they are not in immediate need. Businessmen, likewise, 
are encouraged to anticipate growth requirements for new plant and equipment. 
Thus, spending is increased on both counts. But, because the economy is already 
operating at high levels, further increases in spending are not matched by corre- 
sponding increases in production. Instead, the increased spending for goods and 
services tends to develop a spiral of mounting prices, wages, and costs.” 

History tells us, however, that inflations have stopped. Sometimes they 
stopped because the currency became worthless and people refused to accept it in 
payment. The Continental currency issued in this country during and after the 
Revolutionary War is an illustration. Sometimes inflations have stopped before 
this stage was reached because of industrial and financial breakdown. As I 
pointed out on page 14 of my statement, “* * * if further inflation is expected, 
speculative commitments are encouraged and the pattern of investment and 
other spending—the decisions of what kinds of things to buy—will change in a 
way that threatens balanced growth.” In other words, various types of imbal- 
ances tend to develop in the structure of industry. These may take the form of 
overinvestment in specific types of facilities based on the miscalculation that 
temporary inflation-induced consumer buying reflected a real growth trend. Or 
imbalances may take the form of speculative accumulation of inventories which 
promise to profit from rising prices. Or overextended financial commitments 
may be made which dangerously reduce the liquidity of borrowers. Once these 
imbalances are recognized, market forces tend to move to correct them and, if 
the imbalances have become at all general, to bring on readjustments that some- 
times become serious. Prices as well as employment are likely to react when an 
inflation stops as the result of major imbalances. 

The most constructive results ensue when inflation is stopped because appro- 
priate fiscal and monetary policies are applied in time. As I said in my state- 
ment. “The most constructive result is the encouragement of a volume of savings 
and investment that permits continued expansion of productive facilities at a 
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rate consistent with growing consumption demands.” This type of constructive 
result takes place recurrently in the course of the business cycle when the forces 
generated during the upswing do not culminate in an inflationary spiral but 
rather diminish in potential as full capacity is reached. Adjustment of this type 
takes place without severe price repercussions. ‘The higher price level prevail- 
ing at the time of the adjustment tends to be maintained except as it may subse- 
quently reflect increases in productivity. 

An inflation will stop when a condition is achieved where current investment 
can be financed out of savings without undue reliance on newly created money 
and where prospective savings and investment are not motivated by the expecta- 
tion of further or continued inflation. As 1 said in my statement, “Only in this 
way can the standard of living for a growing population be improved and the 
value of savings be maintained. 

“Such constructive adaptations, if made in time at the onset of inflationary 
pressures, need not be large in order to restore balance between prospective 
demands and the resources available to meet them. It is essential, however, that 
the adjustment be made. Otherwise prospective expenditures will continue to 
exceed the resources available and the pressure of excess demand will foster an 
inflationary spiral.” 

14. Generally, will you distinguish between fiscal policy (embracing ex- 
penditures, taxes, and debt), and monetary and credit policy, and then relate 
them, one to the other? 

An article, Federal Financial Measures for Economic Stability, published in 
the Federal Reserve Bulletin for May 1953, answers this question as well as the 
first part of question 16. 

The article is as follows: 


“FEDERAL FINANCIAL MEASURES FOR EcoNOMIC STABILITY * 


“Government financial measures are especially appropriate for promoting 
stable developments in private-enterprise economies. For the most part they 
are impersonal and operate indirectly through markets by their effects on incen- 
tives to spend. To the extent that sources of instability are financial, moreover, 
they deal with basic causes. 

“The preceding article in this series explored in some detail the relation of 
eredit and monetary action to economic stability. Before considering the func- 
tioning of the several instruments by which such action is effected, it is desirable 
to discuss, briefly and broadly, credit and monetary measures in relation to fiscal 
measures and debt management, the other financial methods available to the 
Federal Government for influencing the flow of the economy’s expenditures. 
Each of these methods has a special and complementary role to play in sustain- 
ing orderly and stable progress. 


“CREDIT AND MONETARY MEASURES 


“Credit and monetary actions affect expenditures particularly of the private 
sector of the economy. As explained in earlier articles, they exert an influence on 
the availability and amount of credit, on the cost of lending and borrowing (both 
public and private), on the volume of saving, on capital values on the volume of 
money, and on the value of the dollar at home and abroad. 

“There are three main methods of executing credit and monetary action— 
discount operations, open-market operation, and changes in reserve require- 
ments. Though they operate somewhat. differently, each influences bank reserve 
positions and hence affects the ability and willingness of commercial banks to 
lend. Since the banks are a major factor in the credit market, changes in their 
ability and willingness to lend affect the whole credit market, that is, the 
general availability, cost, and volume of credit. 

“Bringing about credit restraint or ease through these measures has wide- 
spread effects on the economy. Their most direct impact is on the amount of 





1 This is the third of a series of articles considering the operation of credit and monetary 
policy in the United States. These articles are based on selected replies submitted early 
in 1952 by the Board of Governors of the Federal Reserve System to a questionnaire from 
the Subcommittee on General Credit Control and Debt Management of the Congressional 
Joint Committee on the Economic Report. The material selected has been modified and 
expanded in order to bring it up to date and to fill gaps in content resulting from the fact 
that the original material was organized in reply to definite questions. 

Preparation of the articles is under the direction of Ralph A. Young, Director of the 
Division of Research and Statistics. 
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spending done with borrowed funds. There is almost always a fringe of bor- 
rowers or potential borrowers whose decisions about investments with marginal 
profitability or about consumption of marginal usefulness are influenced by 
changes in the availability or cost of credit. As lenders become less able and 
less willing to lend, they both increase the rates of interest at which they lend, 
thus cutting back some of the demand for funds, and raise their standards of 
creditworthiness applicable to new borrowing. As lenders become more able to 
lend, they will lend at lower rates of interest and accept higher risk borrowers. 
These credit developments have secondary effects that are reflected in spending 
and savings activities of all sectors of the economy. 

“A supplementary method of exerting an influence over credit conditions is 
the use of selective instruments which directly affect the equity or maturity 
terms of specific types of loans extended by banks and other lenders. At present 
only stock-market credit may be regulated in this way. 

“In some periods of expansion, certain credit sectors may not be readily 
responsive to general measures of credit and monetary restraint. Examples of 
such developments are the growth of stock-market credit in the late 1920’s and 
expansion of consumer installment credit and mortgage credit after the outbreak 
of fighting in Korea. Regulation of stock-market credit was authorized in the 
mid-1930’s to enable the reserve banking authorities to prevent a recurrence 
of excessive stock speculation financed through credit. Regulation of consumer 
credit and real estate construction credit was authorized on a temporary basis 
after Korea in order to effect restraint in these credit ares during an abnormal 
period. Regulation of consumer credit had earlier been used to curb personal 
spending financed by credit during the war period and in immediate postwar 
years. 

“Credit and monetary measures are indispensable to stable progress, but alone 
they cannot assure that progress. Their effectiveness will be conditioned by 
Federal fiscal action and debt management and by various specific Government 
programs. Their effectiveness may also be conditioned by unpredictable and 
sudden developments and changes in moods and impulses that affect activity in 
the economy. 

“Credit and monetary action, while powerful in combating an inflationary 
upswing, is sometimes viewed as being less effective in conteracting a deflationary 
downswing. This view is largely based on experience in a few depressions 
which followed major booms in which economic activity was seriously distorted. 
In these instances, shaken confidence of both lenders and borrowers militated 
against active response to an increased availability and supply of credit and 
money and a reduced interest cost of borrowing. While expansionary credit 
and monetary policy was essential to economic recovery under such circum- 
stances, it was not sufficient by itself to achieve it. 

“The administration of credit and monetary measures is a task involving 
discretion, patience, and judgment. Action must be guided not by a single 
indicator or simple combination of indicators but by a balanced assessment 
of the entire credit and economic situation in the light of the fullest informa- 
tion available. Action, moreover, must be adapted promptly to changing con- 
ditions, because its full effectiveness on the economy will not be felt until 
after some time lag. To the extent that promptness is not achieved, credit and 
monetary policy falls short of its potential and may even itself be a source of 


instability. 
“FISCAL MEASURES 


“Fiscal measures work mainly through the money-collecting and money- 
spending activities of the Federal Government. The amount, type, and timing 
of tax collections and of Government outlays affect expenditures directly and 
indirectly throughout the economy, and these effects will vary with the size 
of the Federal budget. Through the level of taxes, Government revenues influ- 
ence directly the amount of private income available for spending, and because 
the Government buys large amounts of goods and employs large numbers of 
workers, its outlays affect directly demand and supply in specific markets. Fed- 
eral fiscal activities also have indirect effects in stimulating private expenditures 
and in influencing the general economic outlook in a fashion similar to the action 
of credit and monetary policy. In addition, fiscal action may shift the distribu- 
tion of income, alter the uses made of the Nation’s resources, and have repressive 
or incentive effects on economic productivity and output. 

“The influence of fiscal action on economic stability arises chiefly out of a 
difference between the Government’s cash receipts and cash expenditures. The 
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difference causes a cash flow of payments between the private sectors of the 
economy and the Government. In general, a cash flow from the Government has 
expansive effects on the economy’s overall expenditures, while a cash inflow has 
contractive effects. These effects induce further spending or restriction of spend- 
ing in the private sector. 

“Various combinations of taxation and Government expenditure programs 
will have different effects on total expenditures in the economy. For example, 
increased taxation combined with reduced Government spending will have con- 
tractive effects on the Nation’s spending activities, and hence be appropriate 
to a period of inflationary pressures. On the other hand, reduced taxation 
combined with increased Government expenditures will expand the total volume 
of expenditures during a period of recession. ‘This assumes, of course, that 
specific Government expenditure programs are not of the kind that displace or 
compete with private economic activity, thereby discouraging rather than stim- 
ulating business confidence, private investment, and private consumption. 

“To some extent, changes in tax and Government expenditure programs come 
about automatically over the course of business fluctuations. This built-in 
flexibility of the budget tends to counteract swings in private spending without 
deliberate action on the part of the public authorities. For instance. with 
graduated income taxes the Government takes a larger part of national income 
at higher than at lower levels, and a change in national income will be quickly 
reflected in the tax take under existing pay-as-you-go tax arrangements. At 
the same time, Government expenditures as a result of the social security and 
agricultural support programs will tend to be greater in depressed periods 
than in prosperity. 

“Reliance upon built-in budget flexibility to adapt fiscal policy to severe eco- 
nomic fluctuations is unfeasible so that some discretionary action through 
legislative processes must be counted on for this purpose. By their very nature, 
however, the fiscal tools of tax and expenditure programs are complex, and they 
involve controversial aspects such as their effects on the distribution of income, 
on incentives to produce and to save, and on industrial and regional development. 
Speedy action, consequently, is difficult. Much time is necessarily absorbed in 
the legislative process—in the initial formulation of programs and in their 
consideration and final enactment. Execution of both tax and expenditure 
programs requires additional time, although to the extent that taxes are paid 
on a current basis the effect of tax changes is fairly immediate. In a downturn, 
expenditure programs may be hard to get into operation as promptly as needed; 
in a boom, it may prove to be impractical or wasteful to bring long-range pro- 
grams to a halt. 

“Even if it were possible to get sufficient variation in fiscal action, it might 
be impracticable and possibly inadvisable to vary the whole program of Gov- 
ernment expenditures and taxation primarily in accordance with the evident 
needs of economic stability. In some situations, other policies are so important 
as to outweigh considerations of economic stability in governmental decisions: 
the conduct of war or the undertaking of a major defense program are striking 
examples of such situations. Many large items in the budget are directed to- 
ward noneconomie objectives and do not lend themselves to the flexible treat- 
ment required in counter-cyclical fiscal policy. Furthermore, anticyclical actions 
may be in conflict with measures based on other important criteria. The tax 
structure needs to take account long-term investment growth and taxpayer 
equity. Remedial action based on these criteria is a desirable goal at all times 
but may not always be consistent with immediate programs aimed at stability. 

“Because discretionary fiscal action involves many special problems and cannot 
always be taken speedily, decisions as to its timing usually involve the difficult 
art of long-term forecasting. On the one hand, any action will affect economic 
activity only after some timelag, and anticipatory action runs the risk of ac- 
centuating rather than ameliorating cyclical fluctuations. On the other hand, 
the countercyclical potential of fiscal action is severely diminished if steps are 
delayed until the economy finds itself in recession or boom. 

“Different combinations of taxation and Government expenditures result in 
deficits or surpluses and accordingly involve Treasury borrowing or permit re- 
payment of borrowing. The amount of the borrowing or repayment is deter- 
mined by fiscal action, the manner and kind of borrowing or repayment are 
in the realm of debt management. The extent of the expansive or restrictive 
impact of fiscal measures depends not only on the relation bet ween taxation and 
expenditures but in part on debt management operations. ‘ne effects of fiscal 
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action in attaining economic stability are thus related also to debt management, 
and the effectiveness of this relationship in turn depends on the financial climate 
created by credit and monetary measures. 


“DEBT MANAGEMENT 


“As a complementary tool of countercyclical financial policy, debt management 
now has great importance because of the present size of the Federal debt and 
because of the special role such debt plays in the asset structure of financial 
institutions. The Federal debt now amounts to about two-fifths of the economy’s 
total debt. It is the only debt that is entirely free from credit risk. Short-term 
Federal debt serves as a principal liquid or operating reserve asset of banks, 
other financial institutions, and business corporations. Longer-term Federal 
debt functions as a major investment asset of individuals and savings institu- 
tions and competes with other investment mediums in absorbing the economy’s 
money savings. The types of Government securities issued thus have a signifi- 
cant effect on the liquidity of the entire economy and on the market for other 
securities. 

“Debt management has two major aspects. It involves refunding operations 
affecting the maturity arrangement of outstanding debt. It also involves the 
expansion or retirement of debt in response to the current cash deficit or surplus 
of the Government. The maturity composition of the debt has its most direct 
tie with credit and monetary policy while the changes in the amount of debt 
are most immediately related to fiscal policy. Both aspects combine to deter- 
mine the composition of the total Government debt at any given time and in this 
process exert an influence on the attainment of economic balance. 

“Management of the Federal debt makes a primary contribution to economic 
stability by arranging a maturity composition of that debt that will support 
and not impede development of appropriate credit and monetary policy. In 
general, such a debt distribution would be one with maturities well spaced over 
a period of years. This kind of maturity distribution is also important for 
administrative reasons in debt management. 

“There is, of course, constant need for a large volume of short-term issues 
to meet the basic liquidity requirements of banks, financial institutions, business 
corporations, and others. In a period of economic slack or depression this 
liquidity may be expanded by issuing additional short-term obligations. In 
the subsequent period of expansion the volume of these issues may be reduced 
somewhat by refunding operations or by retirements out of surplus. 

“To change the existing debt structure, however, takes time. Financing 
decisions of the past necessarily impinge heavily on the present and the future, 
und debt management actions must continually be a compromise between what 
may be most appropriate for the current economic situation and what may be 
appropriate in terms of a longer run view of economic stability. This balance 
in judgment relates primarily to the volume of very short term securities 
which may be outstanding at any time. Because the liquidity of such securities 
is not readily influenced by credit and monetary measures, the greater the pro- 
portion of the debt in these issues the less responsive the economy will tend to 
be to restrictive credit and monetary action when such measures may be 
appropriate. 

“From the point of view of economic stability, the maturity distribution of 
outstanding debt should always be such that moderate changes in the level of 
interest rates will have an important effect on the liquidity positions of holders, 
thereby influencing spending and lending decisions. To attain this, a sizable 
portion of the debt should be spread out over intermediate and long-term maturi- 
ties so that when interest rates decline, and the market prices of these securities 
therefore rise, liquidity positions of holders will come to be regarded as more 
adequate than formerly. Conversely, when interest rates rise and security 
prices decline, holders will tend to view these positions as less adequate. Such 
a spread maturity distribution would limit the dependency of debt management 
on current interest rates and security market conditions and on the other hand, 
would increase the sensitivity of the entire economy to interest-rate changes. 

“Within the standards set for debt balance, current debt management can 
operate to reinforce or offset in part the impact of a Federal deficit or surplus. 
For example, a deficit in a recession period may be made somewhat more effective 
if in its financing the emphasis is placed on the use of shorter term obligations. 
The expansive effects will tend to be greater and will support an expansionary 
credit and monetary policy to the extent that such issues are absorbed by the 
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banking system and foster expansion in the money supply. Conversely, a sur- 
plus in a boom period will be more effective as a restraint on expenditures if it is 
used to retire short-term debt rather than to purchase long-term securities in the 
market. The restraining effects will tend to be increased and will reinforce 
restrictive credit and monetary policy if the repayment of debt reaches the 
holdings of short-term issues by the banking system, thus affecting bank liquidity 
positions. 

“Debt management actions to promote economic stability through shifts in 
terms and maturities of security offerings are limited by the necessity of meeting 
existing market conditions. Public debt must be handled so that the investing 
community will be receptive to new issues from refunding operations and will 
take additional debt into its portfolio. While public debt differs from private 
debt instruments in quality, public debt instruments compete with similar secu- 
rities of private origin in the market. In short, the debt must be in such form 
that it is readily assimilated in the market. 

“There are other practical problems of debt management to be resolved. 
Recently, acceleration of corporate tax payments has resulted in a concentration 
of Treasury receipts in the first half of the year while Government outlays 
are more evenly distributed. This necessitates a seasonal pattern of short-term 
borrowing and repayment of borrowing even if the cash budget is in balance. 

“Debt management must develop its policies and feel its way not only in 
response to immediate Treasury needs, to security market developments, and to 
investor preferences, but also with regard to the cost of servicing the debt. 
From both the standpoint of interest cost and economic stability there are 
many alternative arrangements of a given debt. Problems of current interest 
cost must be weighed against the costs to the Federal budget and the economy 
in general if debt management decisions are excessively inflationary or de- 
flationary. They must also be weighed against possible future interest costs 
under different economic circumstances. Debt management decisions thus must 
consider both the present and future, as well as the implications of action on the 
effectiveness of other instruments for achieving economic stability. 


“INTERACTION OF FINANCIAL MEASURES 


“The combination of credit and monetary measures, fiscal measures, and debt 
management that will be most appropriate at any particular time will depend 
on the circumstances prevailing and on the feasibility of action in one field or 
the other. How they are interrelated in Government policy can be shown by a 
brief description of their use in periods of contraction and inflation. 

“Periods of contraction.—In combating recession and deflation, fiscal measures 
‘an make a broad, direct attack by lowering taxes, increasing Government ex- 
penditures, or both, in an effort to cushion or offset the decline in the total volume 
of private income and expenditures. These fiscal actions will make for an 
excess of expenditures over receipts and an expansion of public debt. 

“Debt management as well as credit and monetary measures will condition 
the impact of fiscal action. The expansionary potential will be affected by 
the manner in which the deficits are financed. The effect will be greatest 
if the deficit is financed with funds that would otherwise have been idle or with 
new deposits generated by bank investment. The effects of a Federal deficit may 
be partly neutralized if it is financed with funds that might otherwise have found 
outlet in private consumption or investment. In summary, fiscal measures by 
themselves can produce an increase in total expenditure by an excess of expendi- 
tures over tax receipts, and perhaps to some extent by changes in tax and ex- 
penditure patterns which take advantage of differential tendencies of various 
sectors of the economy to spend for investment and consumption. The rise in 
expenditures promoted by fiscal measures will be far greater, however, if debt 
management and credit and monetary actions are also operating in a way that 
stimulates total demand. 

“In depressed periods, credit and monetary measures should ease bank reserve 
positions, making bank credit and other credit cheaper and more readily avail- 
able. Such action will encourage the use of credit and prompt a rise in Govern- 
ment security and other capital values, thus increasing the economy’s liquidity. 
This kind of policy will also facilitate financing of any Federal deficit. If some 
substantial portion of the new securities offered are shorter term obligations, 
debt management will be functioning at the same time to increase the liquidity 
of the economy. To the extent that such securities are purchased by banks 
there will be an offset to contraction of private bank credit and a consequent 
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stabilizing effect on the volume of money. Along with an expansionary credit 
and monetary policy, this will help to develop a condition of banking liquidity 
favorable to private bank credit expansion and resumed growth in the money 
supply. Increased liquidity of lenders generally will also help to swell the flow 
of credit. 

“Hepansion periods when inflationary pressures are strong.—When inflationary 
pressures are strong, it is of paramount importance that fiscal, credit, and 
monetary, and debt management policies supplement one another in limiting 
expansion of both public and private demand. At such times, fiscal policy should 
avoid deficits and aim for surpluses in order to restrain expansion of expendi- 
tures. Credit and monetary policy should restrict bank reserve positions, mak- 
ing bank and other credit less readily available and more costly. This will 
dampen the expansion of bank credit and the money supply and lower capital 
values, thus reducing generally the liquidity of the economy. This kind of action 
will put a brake on expansion of spending financed by credit and at the same 
time operate to increase saving. Debt management policy should be directed at 
reducing the liquidity of the existing debt by refunding some maturing issues 
into longer term obligations and by applying surpluses, when available, to reduce 
the volume of short-term debt. Reduction in liquidity so effected will exert a 
retarding influence on the momentum of spending. Thus these three methods of 
Federal financing policy can work consistently in an inflationary period toward 
the primary goal of economic stability. 

“To the extent that any of these instruments does not work toward combating 
inflationary trends, the burden is made heavier on the others. Total spending 
will not decline as a result of fiscal action if the dollars taxed away are replaced 
by dollars created by bank credit expansion; nor will restrictive credit and 
monetary policy be fully effective if fiscal or debt management policies are 
expansive. At times in expansion periods it may be difficult to avoid stimulative 
fiscal policies, and credit and monetary policy together with debt management 
must then carry an extra load. 

“The combination of credit and monetary measures, fiscal measures, and debt 
management that will be desirable at any particular time will depend in some 
degree on the special circumstances prevailing and on the feasibility of action in 
one field or another. These instruments of Federal financial policy are com- 
plementary, but to an extent use of one may be substituted for use of another. 
Inappropriate action in one area of policy, however, may overburden the task 
of the others and reduce their effectiveness. The greatest contribution to eco- 
nomic stability from Federal financial measures may thus be achieved when these 
are used as mutually reinforcing instruments of public policy.” 

15. How does Federal Reserve policy accelerate or control inflation? 
Roughly, will you list in chronological order the major Federal Reserve 
policy actions in this respect since World War II? 

An article, Influence of Credit and Monetary Measures on Economic Stability, 
published in the Federal Reserve Bulletin for March 1953 answers the first part of 
this question. 

The article is as follows: 


“INFLUENCE OF CREDIT AND MONETARY MEASURES ON EcoNomIc STapiity* 


“Credit and monetary measures influence economic activity and prices initially 
through effects on the availability, cost, and volume of credit. Their force, how- 
ever, extends beyond lenders and borrowers. It is reflected in the quantity of 
money, in the market value and liquidity of assets, and in the overall liquidity of 
the economy. Ultimately, it is reflected in the spending and saving decisions of 
income receivers and of holders of cash balances and other assets. 

“The first article in this series provided a brief description of the nature of 
money, of the processes by which changes occur in the quantity of money, and of 
the reserve banking measures that influence expansion of the money supply. In 
the present article, the discussion is pursued further to consider the ways by 
which reserve banking action affects the lending and investment decisions of 





1 This is the second of a series of articles considering the operation of credit and mone- 
tary policy in the United States. These articles are based on selected replies submitted 
early in 1952 by the Board of Governors of the Federal Reserve System to a questionnaire 
from the Subcommittee on General Credit Control and Debt Management of the congres- 
sional Joint Committee on the Economic Report. The material selected has been modified 
and expanded in order to bring it up to date and to fill gaps in content resulting from the 
fact that the original material was organized in neply to definite questions. 

Preparation of the articles is under the direction of Ralph A. Young, Director of the 
Division of Research and Statistics. 
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commercial banks and other lenders, alters the decisions of borrowers, and in- 
fluences the lending, spending, and saving of all sectors of the economy. The dis- 
cussion deals only with the mechanism by which credit and monetary measures 
affect the tempo of economic activity and thus contribute to stable economic 
progress. 

“SOME GENERAL OBSERVATIONS 


“Credit and monetary measures have widespread effects in encouraging or dis- 
couraging expenditures. A general tightening of credit has its most direct effect 
in restricting the amount of spending with borrowed funds, Credit restraint 
also curbs the expansion of money, and so limits increases in the amount of cash 
balances held by individuals, businesses, and other spending groups. 

“Credit restraint, moreover, has important deterrent effects on spending out 
of existing cash balances and from funds obtained by the sale of assets, where no 
credit granting and no money creation are involved. These are indirect effects 
which come about in a number of ways. There may be a dampening of too 
optimistic expectations of businesses and consumers. A rise in interest rates 
produced by credit tightening will tend to reduce the value of capital assets, a 
development that will discourage some new investment in construction and in 
producers’ equipment. Consumers and businesses may decide to save more, 
either because they are less sure that credit will be available for possible emer- 
gencies or to insure fulfillment of future plans, or because the interest return 
on savings has become more attractive. 

“Easing of credit, on the other hand, tends to have opposite effects. It en- 
courages spending with borrowed money. It also stimulates greater spending 
out of current income and past savings. Credit easing does this by promoting 
the belief that prices of goods will rise, by reducing interest rates and thereby 
both lowering the cost of borrowing and stimulating a rise in capital values, and 
by making it less necessary and less profitable for businesses and consumers to 
save. 

“Whether a tightening or an easing of credit will find a response in the de- 
mand for credit depends on the existence of a fringe of borrowing or potential 
borrowing. That is, greater difficulty in obtaining credit or increased cost of 
credit influences decisions of borrowers by deterring them from using credit for 
investments with marginal profitability or for consumption of marginal useful- 
ness. It may also deter borrowers from using as much credit for other purposes 
as might have seemed profitable or useful had credit conditions remained un- 
changed. In a boom period, when credit is in great demand, there is always 
fringe borrowing which can be cut out either by greater selectivity in lending 
or by higher interest costs. If an easing of credit is to stimulate borrowing in a 
period of business recession, there must be a similar fringe of potential borrow- 
ing which will become effective when credit is more readily available and cheaper. 
Under most conditions such a fringe exists, and an easing of credit will stimu- 
late borrowing in amounts or for purposes that were previously not regarded as 
profitable or useful, and for purposes for which credit could not previously be 
obtained. 

“This fringe of potential borrowing, however, may be very limited under special 
circumstances. In a period of inflationary boom, investment in plant and equip- 
ment (productive capacity) and in housing and purchases of durable goods may 
proceed so rapidly, unless checked somewhat, that future needs will be too far 
anticipated. Then, in case of a serious business downturn, many activities involy- 
ing credit that would ordinarily have been greatly stimulated by an easing of 
credit may not respond, because for the time being the demand for them has 
already been filled in the previous boom. Other potential borrowers may feel 
so discouraged about profit possibilities as a result of the downturn that they, too, 
will not borrow, however cheaply and readily credit may be available. Once 
such conditions and attitudes have developed, the immediate effect of an easing 
of credit will be limited, although such an easing is still an essential measure 
in setting the stage for ultimate recovery. The ability to couibat a recession 
with credit and monetary action, therefore, depends in large part on the extent 
to which restrictive credit action has been taken in the preceding boom, as well 
as on how early and aggressively easing action occurs after a downturn. 

“A general tightening of credit results from a reduction in the availability 
of credit relative to the demand for it. Such tightening may develop because 
the supply of credit has contracted without a corresponding reduction in demand, 
because the demand for credit has increased without a corresponding increase 
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in supply, or from some combination of these. In a boom period, demand for 
credit typically increases and credit conditions tend to tighten even though 
there is an actual increase in the volume of credit granted. In order to keep 
credit from tightening under such conditions, reserve banking policy would need 
to permit the total credit and monetary base to expand at the pace set by the 
progress of the boom, regardless of the inflationary or other unsound develop- 
ments that might be occurring. 

“A general easing of credit results from an increase in the supply of credit 
relative to the demand for it. Easier credit conditions may generally be expected 
to develop in a period of economic recession, except when there are banking 
difficulties or extreme pressures for liquidity on the part of consumers and 
businesses. Credit and monetary policy in such a period should encourage the 
development of easier credit conditions. 


“EFFECT ON LENDERS 


“A general tightening or easing of credit affects lenders in all sectors of the 
credit market, from short to long term. In the short- and intermediate-term 
sectors of the market, the major suppliers of funds are the commercial banks. 
}xpansion or contraction of their loans and investments tends to expand or con- 
tract the volume of money. There are, however, many other lenders that supply 
a substantial volume of short- and intermediate-term credit through the invest- 
ment in prime-grade marketable paper of cash balances not needed for current 
expenditures and of secondary reserve funds. The volume of such investment 
varies with the attractiveness of the interest return. The supply of bank credit 
is dependent on bank-reserve positions, which in turn may be tightened or eased 
by reserve-banking actions, as was explained in the first article of this series. 
The total supply of short-term credit is thus highly flexible. 

“In the market for long-term credit, the supply of funds is related to the 
volume of saving. Major lenders in this market, in addition to individuals, are 
insurance companies, savings banks, savings and loan associations, public and 
private pension funds, and nonprofit institutions. Commercial banks, although 
primarily short-term and intermediate-term lenders, also invest their time 
deposits in real-estate loans and in long-term corporate, Federal, and State and 
local government securities. The supply of investment funds is relatively fixed 
at any time and does not adjust quickly to changes in demand. In a period of 
boom, however, increased demand for long-term credit tends to spill over into 
the short-term credit market, and in a period of recession lack of long-term 
credit demand may induce investment funds to seek short-term outlets. Con- 
ditions of availability and cost of short-term and long-term credit thus are con- 
stantly interacting. Moreover, the lending and investing activities of com- 
mercial banks bridge the markets and help to link them together. 

“Commercial banks.—Individual commercial banks obtain funds primarily 
from the deposits of working balances and savings of individuals and businesses. 
For the banking system as a whole, however, most of the deposits result from 
credits extended by banks. Commercial banks as a group can expand their 
credits only to the extent that they have or can obtain the reserves needed to 
supnort the resulting growth in deposits. 

“The availability of reserves is directly subject to Federal Reserve influence. 
Aside from a gold inflow or a return of currency from circulation, which 
can usually be counteracted by reserve banking action, and except for certain 
temporary technical factors, the volume of bank reserves can be increased 
only by bank borrowing at the Reserve banks or through open-market purchases 
of securities by the Federal Reserve. 

“Commercial banks consider borrowing a temporary expedient. They do not 
like to be long in debt. Individual banks can get additional funds to lend 
by selling Government or other securities or by permitting maturing issues 
to run off. As a group, however, banks cannot expand their total supply of 
loanable funds in this way except when such paper is being bought by the 
Federal Reserve System. Unless the Federal Reserve is buying securities 
and thereby supplying reserves, reduction in security holdings by one or more 
banks will normally draw reserves from other banks and no net addition 
to reserves will occur. An attempt by banks as a group to obtain additional 
reserves by selling securities, or by allowing maturing issues to run off, will 
increase the supply of short-term paper for sale in the market, thus lowering 
prices and raising yields on such paper. Similar market pressure may result 
if banks draw upon balances with correspondents or call loans made in central 
credit markets in order to build up reserves. 





co 
fu 
ar 
ti; 
mi 
pr 
fu 
be 
wi 
m: 
to 
ac 
fre 
the 
Ot 
em 
de 
tio 
pre 


ac 
inv 
ins 
pel 
loa 
ing 
cial 
rat 
is 
ret 
low 
sect 
whe 
Act 
othe 
cors 
app 
wit] 
in y 
os 
at fi 
grac 
sell 





id 
1e 


he 
m 
, 
n- 
ly 
st- 
nt 
nt 
lit 
ed 


es. 


che 
ire 
ind 
igh 
me 
ind 
xed 
of 
nto 
orm 
‘on- 
-on- 
om- 


rily 
ses, 
rom 
heir 
i to 


once. 
hich 
‘tain 
ased 


jases 


» not 
lend 
ssues 
ly of 

the 
rities 
more 
lition 
ional 
will 
ering 
result 
ontral 


FINANCIAL CONDITION OF THE UNITED STATES 1237 


“At the lower prices and higher yields, Government and other short-term 
securities will be more attractive. Nonbank investors may be induced to buy 
more of them, using temporarily idle deposit balances. Sales of short-term 
paper by banks to nonbank investors and the use by banks of the proceeds 
to make loans will shift the ownership of deposits and may increase the activity 
of existing deposits, but such sales will not ivcrease total bank reserves so as 
to permit an increase in total bank credit and deposits. 

“With prices lower and yields higher on short-term paper, banks are less 
likely to reduce their holdings of secondary reserve assets, notably short-term 
Government issues. Some banks may continue to do so, but others will stop 
selling or many buy. In the aggregate, the secondary reserve position of banks 
will tend to stabilize. This development is brought about in several ways. 
Many banks and other potential lenders are reluctant to sell securities at a 
loss. As the potential loss becomes greater, this reluctance deepens. Rising 
yields on short-term paper, moreover, make the credit outlook uncertain, and 
this uncertainty, together with the fact of potential losses on the sale of paper 
held, makes the secondary reserve positions of banks less satisfactory to bank 
managements. Hence, holdings of liquid assets that were previously viewed 
as adequate or even more than adequate come to be viewed with concern. 
The result is a greater unwillingness on the part of bank managers to reduce 
holdings of liquid securities in order to make more loans. 

“The key fact is that with a tightening in the credit situation banks cannot 
count with as much certainty on the ready availability of additional reserve 
funds and will therefore tend to be more restrictive in their lending practices 
and standards. This restraint both reflects and is a part of the process of credit 
tightening. As the credit and monetary climate thus changes, bankers will 
modify their expectations about the general outlook for business and commodity 
prices. Applications for loans, particularly inventory loans, will be more care- 
fully screened. Businesses which obtain credit to accumulate inventories will 
be under pressure from their bankers to keep inventories more closely in line 
with actual requirements. Bankers will also bring pressure for repayment on 
many borrowers with outstanding obligations. In general, they will be alert 
to find reasons for refusing credit requests or not meeting them fully and for 
accelerating repayment of outstanding loans, rather than eager to extend credit. 

“When credit conditions ease, more and more banks will free themselves 
from borrowing and, as reserves accumulate in excess of working requirements, 
they will become more aggressive in competing for loans and marketable paper. 
Other lenders and investors will also be under pressure to keep their funds 
employed. This change in the credit situation will find prompt response in 
declining yields in all sectors of the market. Uses of credit that under condi- 
tions of credit tightness were postponed or not cultivated by lenders will be 
promoted by them under conditions of credit ease. 

“Lenders and investors in long-term market.—A tightening in credit and the 
accompanying increase in interest rates will significantly affect lenders and 
investors who operate primarily in the long-term credit market, including life- 
insurance companies, mutual savings banks, savings and loan associations, and 
pension funds. They will become less willing to make any but the best grade 
loans end investments. They will generally exercise greater caution in accept< 
ing marginal applications for credit. 

“In part this change in attitude reflects the declining value of assets asso- 
ciated with rising interest rates. All income-producing assets yielding a fixed 
rate of return tend to decline in price when market rates of interest rise. This 
is true because they are valued in the market on the basis of expected 
returns, capitalized at the appropriate current rate of interest, including al- 
lowance for risk. It is easy to see this relationship in the case of prime-risk 
securities, since their market value changes only with changes in interest rates: 
when interest rates rise, the value of such securities correspondingly declines. 
Actually the decline can be even more marked in the case of securities or 
other income-yielding assets of lesser grade. As interest rates increase, inves- 
tors become less optimistic about the business outlook and therefore change their 
appraisals of risk positions. Such changes in appraisals of risk, combined 
with the general increase in interest rates, will result in an even greater decline 
in value for lesser grade securities than for prime assets. 

“Thus in a period of tightening credit, long-term lenders and investors, while 
at first attracted by the higher yields available on assets of less than top grade, 
gradually become more restrictive and selective. They become less willing to 
sell prime securities to acquire higher yielding but more risky assets, partly 
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because they can sell the prime securities only at a loss, which they hesitate to 
accept. They also become more interested in retaining in or adding to their 
portfolios the more liquid types of assets, because of concern about the decline 
in the market value of their entire investment portfolio and the general uncer- 
tainty about future developments. In addition, the higher interest rates on 
these more liquid assets in a period of tightening credit come closer to provid- 
ing the average interest rate which institutional lenders must obtain on their 
earning assets in order to meet contracts with their own creditors. 

“In recent decades the flow of savings to nonbank institutional lenders, par- 
ticularly insurance companies, has been increasing rapidly and the size of 
the investment problem of these lenders has grown accordingly. In order to in- 
sure the ready replacement of funds regularly becoming available for invest- 
ment from new savings and from repayment of old loans, the major savings 
institutions have developed techniques for committing their funds in advance 
to corporate, mortgage, and other borrowers. Such commitments make it pos- 
sible for potential borrowers to proceed with projects which they might not 
undertake without assurance of financing on satisfactory terms. But nonbank 
lenders will hesitate to commit themselves beyond the funds they expect to 
have coming in if they fear that interest rates may rise in the near future and 
that they may therefore have to sell securities at a loss to meet future commit- 
ments. As a result, when credit is tightening, some proposed projects requiring 
long-term credit may be deferred because a financing commitment cannot be 
arranged. 

“When interest rates decline, investors in the long-term market will find 
their positions more liquid. The yields available on high-grade securities will 
fall and the prices of such securities will rise. This development in itself will 
encourage long-term lenders to extend investment into areas with more attrac- 
tive rates of return. Moreover, if institutional lenders are quite certain that 
interest rates will fall and that prices of high-grade securities will rise, they 
will be willing to commit themselves to future lending that will require the sale 
of high-grade securities in order to make loans with a more attractive interest 
return. 

“Underwriters and security dealers are important in the money and capital 
market, and their responses to credit tightness in turn affect the availability 
of credit. They are particularly sensitive to changes in interest rates because 
they customarily carry a large inventory of securities in the process of distri- 
bution. They risk large losses if they are holding large amounts of securities 
in a period of rising interest rates, since they may not be able to sell them 
except below cost or may have to carry the securities for some time on bor- 
rowed money. Thus underwriters and dealers may be expected to carry securi- 
ties less readily and hence to discourage security flotations while interest 
rates are adjusting to higher levels. When yields are stable or are expected 
to fall, they will be more likely to encourage such flotations. 


“EFFECT ON BORROWERS 


“Restraint on borrowing exerted by tightening credit results in part, as already 
explained, from the increased difficulty of finding lenders and obtaining loans. 
it also results in part from the influence on the borrower of higher interest costs 
and from his greater uncertainty about future credit and business developments. 

“Borrowers for business investment——Much business is done on the basis of 
being able to borrow capital at rates of interest lower than the return that is 
expected to be obtained on the use of that capital. These margins will be 
affected by changes in interest rates and by changes in the profitability of the 
business concerned. Each change, though small, may influence borrowing for 
which the profit margin is narrow, while not affecting the bulk of economic 
enterprise. Such small effects, however, help to maintain economic balance. 

“The sensitivity of business borrowers to changes in interest rates varies 
widely, however. In certain fields of long-term investment, such as industrial 
and commercial construction, publie utilities, and railroads (which are large and 
important fields), interest costs are particularly significant. In such fields 
comparatively small increases in interest rates can have a substantial effect in 
postponing the demand for capital. Even in other fields where interest costs 
sre less important, fringe borrowers may be deterred from borrowing when 
interest rates rise, while other borrowers may decide to get along with less credit. 
The higher that long-term rates,become, and the more likely that the condition 
is temporary, the greater will be the tendency for long-term borrowers to postpone 
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investment expenditures because they expect to be able to borrow later at 
considerably lower interest costs. 

“An increase in interest rates does more than just affect the cost of credit 
to borrowers. It also reduces the market value of existing assets unless the 
actual or expected earnings on these assets rise, since earnings are capitalized 
at a higher rate of interest.2 The liquidity position of all asset holders is 
adversely affected by this development, and their willingness to undertake new 
long-term commitments may be influenced. 

“A rise in interest rates also influences the utilization of productive resources, 
directing some activity away from production of long-lived, slowly depreciating 
eapital goods and thereby freeing resources for an immediate increase in output 
of consumption goods and of producers’ equipment to make consumption goods. 
An interest rate increase has this effect both by increasing the cost of long- 
term borrowing and by changing the relationship between prices of existing 
capital assets and the cost of producing new assets. In the fixed capital area 
these changes, together with changes in the outlook for profits and risks due 
to the altered credit and monetary situation, shift the balance of business 
decisions toward holding or buying old assets, and by adapting old assets to new 
uses, rather than buying new ones. 

“How the changed relationship between prices of existing capital assets and 
costs of producing new ones occurs is illustrated below. The illustration pertains 
to hypothetical office buildings with a net income from rent of $100,000 a year. 


“Estimated cost of constructing new building______________________ $1, 500, 000 
“Capitalized market value of existing building with earnings from 
rent (net of all current costs and depreciation) of $100,000: 
“If the current interest rate, with allowance for risk, is6 percent. 1, 666, 667 
“Tf the current interest rate, with allowance for risk, is 7 percent. 1, 428, 571 


“If the current interest rate for such investment, with allowance for risk, were 
6 percent, the capitalized value of the existing property would be more than 
the cost of constructing a new building with the same earning prospects. An 
investor in this type of real estate, instead of buying an existing building, 
would build a new structure, other things being equal. If, on the other hand, 
the relevant interest rate were 7 percent, the decision would go the other way. 

“Business borrowers in the short-term market may also be greatly influenced 
by changes in credit conditions. Inventory accumulation is normally financed 
in substantial part by short-term credit. When businesses have been building 
up inventory positions, a tightening in the credit and monetary situation removes 
some of the incentives for inventory accumulation. Uncertainty with respect to 
the possibility of renewing the credit, moreover, increases the possibility that 
inventory holdings may have to be sold under unfavorable market circumstances. 
This deters particularly inventory accumulations of a purely speculative variety. 

“Lower interest rates, through their effects on costs, capital values, and busi- 
ness anticipations, will encourage borrowers to make additions to physical 
property and also to accumulate inventory. 

“Consumer borrowers.—Use of credit by consumers is not subject to direct 
restriction by higher interest rates in the credit market. Consumer credits are 
generally extended on fairly standardized terms and at relatively high and in- 
flexible credit charges. The rates paid for money at wholesale by the institu- 
tions that lend to consumers is only one of a number of important cost ele- 
ments in the credit charge to consumers at retail. Thus changes in interest 


2In a highly developed economy such as the United States, the volume of accumulated 
capital assets is very great in relation to current income. Small percentage changes in the 
value of such assets involve large dollar amounts. Ina recent study by Raymond W. Gold- 
smith, which is in process of publication, it is estimated that for the 145-year period 1805— 
1950 the average yearly rate of growth of reproducible tangible wealth in the United States 
was about 4% percent, or about 2 percent on a per capita basis. At the end of 1948 repro- 
ducible tangible wealth owned by individuals, businesses, and farmers was valued at 
approximately $600 billion. Athough not all of this represents assets whose value is 
directly affected by changes in interest rates, the figure serves to give some idea of the 
magnitude of reproducible assets involved. In addition, values of income-producing lands 
are affected, as are values of negotiable claims not represented by real assets. The study 
referred to is part of a comprehensive inquiry into savings and investment in the American 
economy, financed by a grant of funds from the Insurance Companies Investment Research 
Committee, with the joint participation of the two associations of life-insurance companies. 

§ Accelerated tax amortization for a capital good shortens the book life of the capital 
asset and reduces the period of borrowing that may be involved in its purchase. Long-lived 
capital goods may thus be made, in effect, more equivalent to shorter-lived producers’ equip- 
ment, both from the standpoint of the effects of credit tightness on their purchase and from 
the standjoint of the obsolescence risk involved. 











1240 FINANCIAL CONDITION OF THE UNITED STATES 


rates in the credit market have a less than corresponding effect on the charge 
for credit to consumers. Nevertheless, the interest cost is one important element 
in lenders’ costs, and general credit tightness or ease tends to be transmitted 
to consumer credit through its influence on the strictness or leniency of credit 
standards applied by consumer-credit-granting institutions. Alteration of credit 
standards is a method by which lenders in this area control other important 
elements of their costs, namely, collection costs and losses by default. Because of 
the nature of the consumer credit market, selective credit regulation has been 
used in this field during emergency periods. 

“Residential mortgage credit—Mortgage borrowing for house purchases is 
considerably affected by increases in interest rates. Borrowing to buy houses 
is typically long term and on an installment-repayment basis. An increase in 
the interest rate, which adds to the monthly mortgage payment, raises the at- 
tractiveness of rental housing compared with ownership. ‘Total spending for 
houses may thus be reduced, as some buyers are discouraged altogether and 
others are induced to buy cheaper houses. The effect of this on economic activity 
is felt most directly through the market for new houses. The size of the monthly 
payment on a mortgage, however, reflects the length of the borrowing term as 
well as the interest rate. By lengthening the period of mortgage repayment the 
restrictive effect in the housing sector of an increase in interest rates may be 
largely offset. It is, consequently, highly important to avoid encouragement of 
longer mortgage maturies during a period of boom when credit tightness is being 
relied on to maintain economic stability and hold down inflationary pressures. 
The tendencies described, of course, work in reverse to stimulate house pur- 
chases during a period of recession. 

“Investors and traders in corporate stock.—The direct effect of changes in 
interest rates on demand for credit to finance purchases of corporate stocks 
depends largely on what is happening in the stock market. When stock prices 
are stable, credit trends to be used by regular investors and professional traders 
who deal in lots of substantial size and expect only small unit profits. Credit 
demand for such transactions may be sensitive to interest rates, since the 
increased cost of higher rates may wipe out profits, while lower rates will tend 
to add to profits. On the other hand, when stock prices are rising or declinin® 
under the impact of speculative pressures, the expectation of quick capital gains 
may be so strong as to make borrowing costs a matter of distinctly secondary 
importance. In such circumstances, selective credit regulation of margin 
requirements on loans to purchase or carry stocks can aid in restraining credit 
expansion in this area. 

“Tighter or easier credit conditions may indirectly affect borrowing on stocks 
through their influence on the pace of economic activity. The willingness of 
individuals to buy and hold stocks, both outright and on credit, is necessarily 
related to their judgments of business developments and prospects. 


“ErFECT ON SAVING 


“Changes in credit conditions and concomitant changes in interest rates will 
affect the volume of savings. If some groups in the economy increase their 
savings, an increase can take place in investment expenditures, or in consump- 
tion expenditures financed by borrowing or by drawing down asset holdings, 
without resulting in an increase in the total demand in the economy. 

“To trace the effects on saving of a tightening or easing of credit and the 
accompanying changes in interest rates requires a many-sided approach. To 
begin with, one needs to have in mind some facts about the term ‘saving’ as it 
is generally used. First of all, saving may be done not only by individuals 
(including unincorporated businesses) but also by corporations and certain other 
institutional forms in the economy. Second, and more imnortant, the aggregate 
volume of individual or other saving in any period is a total of the experiences 
of all who saved in the period, minus the total of all who consumed, or dis- 
tributed as dividends, more than their incomes—that is, dissaved—hy borrowing 
or by drawing on accumulated assets. Third, there are many forms of saving, 
or rather many uses of saving, and they vary in their response to credit tighten- 
ing or ease and in their economic effects. In a discussion of how saving is 
affected by changes in credit conditions, each of these points must be considered. 

“For saving by individuals, credit tightness and a rise in interest rates, for 
example, may set up several cross-currents of response. ‘Some individuals save 
for the purpose of building up assets that will provide a retirement income of 
a certain size. As long-term interest rates rise, the amount of saving required 
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for such an income declines. Such savers can reduce their saving and still meet 
their needs, if they choose to do so. On the other hand, some individuals are 
concerned about the current return and will save more when a more attractive 
return is available. It is not easy to establish where the balance of these motiva- 
tions may be. 

“It is not necessary, however, that those who save increase their total saving 
in order to have an increase in the aggregate of personal saving. An increase 
in the aggregate of saving may be achieved by a reduction in the volume of 
dissaving-—that is, a reduction in the extent to which consumption is financed by 
using past savings or by borrowing. 

“Here the effect of a tightening credit policy is clearer. First, since credit is 
less readily available, the amount of dissaving with borrowed funds will be 
reduced from what it would otherwise have been. Second, dissaving through 
the use of previous savings will also be discouraged, depending on the form 
in which such savings are held. For savings held in marketable bonds and 
many other nonecash assets, a decline in market values will accompany the gen- 
eral rise in interest rates. The sacrifice of principal involved in liquidation 
of these savings will deter dissaving of this kind. Dissaving through the use of 
past savings held in savings accounts or in other liquid forms will be less penal- 
ized. For some types, however, the current interest return will rise with the 
general advance in interest rates and thus the accumulated savings will be 
more attractive to keep. 

“Another important consideration when credit conditions are tightening is 
that dissaving of any kind will be discouraged, and saving encouraged, by the 
fact that action to restrict the availability of credit is being taken for the 
purpose of restraining speculative and inflationary ternds. There will be less 
incentive to hedge against advancing prices by buying in anticipation of such 
advances. The fact that measures are being taken to tighten credit and to curb 
montary expansion will in itself reduce the likelihood of rising prices and 
lessen the incentive of individuals to buy goods ahead of needs. Also, overly 
optimistic expectations as to future income, other than from interest, will be 
tempered, and saving will be encouraged as a matter of prudent management 
of personal finances. 

“A business corporation saves when it pays out less in dividends in any period 
than it makes in profits. Dissaving occurs when losses are sustained or when 
more is distributed in dividends than is made in profits. Total corporate sav- 
ing over any period is equal to the sum of all such saving minus all such dis- 
saving. Again taking the situation of credit tightening, corporations that plan 
to expand plant and equipment are likely to be more cautious in their dividend 
policies (save more) in order to insure that funds will be available for such 
outlays. Because availability of credit is uncertain, other corporations will be 
inclined to hold larger cash balances rather than to increase dividends—on the 
chance that an emergency or a profit possibility requiring cash might develop. 

“Savings may be held or used in many different ways. Personal savings, 
for example, may be invested in capital assets, either directly, such as in houses 
or individual business enterprises, or indirectly, such as in corporate stocks or 
bonds. Savings may be held as accumulated cash balances in demand deposit 
accounts or as currency holdings. They may be channeled into savings institu- 
tions through increased ownership of savings deposits or shares, or through the 
building up of claims in pension funds, annuities, or life insurance. Savings 
may also be kept in savings bonds or other Government securities. 

“The form in which savers wish to hold savings, current or past, is of great 
importance for economic stability. A policy of credit and monetary restraint, 
for instance, can influence the decisions of many savers, both individuals and 
corporations, to invest new savings in such dollar claims as savings deposits 
or Government securities and to keep old savings in that form. Yields on these 
investments tend to become more attractive. At the same time the desire to in- 
vest in goods in order to beat price increases is reduced because the expectation 
of price increases, particularly of capital goods, is lessened. Holders of certain 
liquid savings, such as bonds, are discouraged from liquidating them to invest 
elsewhere by the fact that the selling prices of the bonds decline with inereasing 
interest rates. 

“In a period of recession, increased credit availability and declining interest 
rates, together with the expectation of continuing monetary ease, will tend to 
make employed individuals more willing to spend and go in debt for consumption 
and business purposes and corporations more willing to maintain dividend pay- 
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ments even though borrowing is required to provide for plant and equipmen 
outlays. Both individuals and corporations will be encouraged by the greater 
certainty of credit availability and capital gains on assets held to rely on sales 
of such assets if necessary to meet future needs. Added to all this will be a grow- 
ing confidence that declines in incomes and prices will be checked. Relatively 
low levels of interest rates on prime assets under such circumstances may en- 
courage savers to invest in lower grade, higher yielding securities. 


“EFFECTS TRACED BY CATEGORIES OF BCONOMIC ACTIVITY 


“Gross national product of an economy may be divided for analytical purposes 
into categories of investment and consumption. Credit and monetary policy ac- 
tions influence activity in these areas in varying degrees. For illustrative pur- 
poses it may be helpful to outline the effects of credit tightening on spending for 
broad categories of goods and services. The effects of credit easing would be 
generally the opposite of those for credit tightening. The discussion will be 
limited primarily to the initial and direct effects of credit and monetary action. 
No attempt will be made to relate to special economic sectors the pervasive in- 
direct effects of such action. 

“Gross private domestic investment.—New construction is ordinarily financed 
to a considerable extent through long-term credit. The volume of expenditures 
for this purpose is thus subject to substantial direct influence through credit 
measures. This is true of outlays for housing and for business construction, 
but perhaps most particularly for housing. In addition to the direct restraint 
through reduced credit availability, the effect of rising interest rates on capital 
values and on profit expectations is a restrictive factor in the construction 
area. 

“Since producers’ durable equipment is frequently bought on credit, reduced 
availability of credit curtails such purchases. For some producers’ goods the 
credit period is typically long and the interest rate is an important cost con- 
sideration. Interest cost is particularly relevant in connection with invest- 
ment in heavy, long-lived equipment. The effect of rising interest rates on 
capital values and in changing the relationship between prices of existing capital 
assets and the cost of producing new assets is also of considerable significance 
here. In the purchase of some other types of equipment, credit is usually shorter 
term, and here the factor of interest cost may be less important, although less 
ready availability of credit is a deterrent to borrowing. 

“Changes in business inventories are influenced to an important extent by 
reduced availability of credit, for inventory investment is heavily dependent 
on short-term credit. There is usually a close business relationship between 
bankers and inventory borrowers, and changes in the credit climate will be 
quickly reflected in bankers’ advice to borrowers to proceed cautiously. In addi- 
tion, the mere existence of a policy of credit restraint will help to reduce the 
expectation of rapid price advances that encourage inventory speculation. 
_.“Personal consumption expenditures.—Automobiles, household appliances, 
furniture, and other durable goods are frequently bought on credit, and limita- 
tion on the availability of credit will reduce such outlays. Interest rates in the 
credit market, however, have relatively little bearing on credit charges to con- 
sumers where credit is available. Because of general credit tightness, never- 
theless, credit grantors will need to place greater emphasis on the creditworthi- 
ness of borrowers and on the terms on which the credit is extended. This change 
in lenders’ attitudes will exclude some borrowers from the market, and the ex- 
istence of some credit tightness will encourage others to postpone durable goods 
purchases if they expect lower prices later. 

“Credit is not a key factor in purchases of nondurable goods, although credit 
restraint may indirectly curb such expenditures by making it necessary for con- 
sumers to use more of their available cash and less credit for housing and for 
durable goods purchases, thus curtailing the money available for spending for 
other purposes. Also, merchants, because of reduced access to credit and higher 
interest costs on carrying charge account receivables, may screen applicants 
for such accommodation more carefully and pay more attention to prompt col- 
lection of outstanding accounts. Credit tightening will further have some in- 
fluence on nondurable goods purchases through its encouragement of saving, 
which will presumably reduce buying of these as well as other goods, and 
through its effect in reducing the expectation of price increases, which will lessen 
advance buying of goods. 

“Since services are usually not bought on credit, credit tightness will have 
relatively little direct effect on such spending. Expenditures in this area will 
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be affected indirectly in ways similar to the effect on spending for nondurable 
goods. 

“Net foreign purchases.—A restrictive credit policy will tend to reduce the dol- 
lar volume of United States imports. Effects upon exports will be mixed. To the 
extent that restraint of domestic demands reduces prices, some United States 
materials and products may become more attractive to foreign buyers, and ex- 
ports may be stimulated. On the other hand, foreign purchases in this country 
may be reduced if short- or long-term credit in this country is restricted and if 
no alternative means of financing such payments are available. On balance, the 
overall short-run effect on United States export-import trade is difficult to 
predict. 

“International movements of liquid funds to this country in response to inter- 
est rate increases or to changes in the outlook for stability in the United States 
ecohomy might be substantial. If so, they would tend to be reflected in a flow 
of gold to this country, which would ease the credit situation somewhat unless 
offset by reserve banking action or other factors. Such movements of funds 
would tend, however, to tighten reserve positions abroad and might lead to 
restrictive credit developments there, assuming that inflationary pressures were 
worldwide. This would curb foreign demand for goods and reduce foreign 
purchases of goods in this country. 

“Government purchases of goods and services.—The general availability and 
cost of credit, particularly in the long-term capital market, has an influence 
on the timing of State and local government outlays which require credit. 
The outlays of the Federal Government are influenced considerably less by the 
availability and cost of credit. 


“SECONDARY EFFECTS 


“The effects of changes in credit conditions on lending, spending, and saving 
discussed in this article are their initial and more direct results in combating 
excess or deficient demand and resultant inflationary or deflationary pressures. 
These initial effects are succeeded by secondary effects which may be of great 
importance. If credit becomes tighter, for example, initially less money is 
paid out to consumers at a time when additional money income would merely 
increase prices without expanding the supply of goods available. As a result, 
there will be less to spend for goods and services in later periods, and accordingly 
an abatement in further pressure of demand against the supply of goods. Cur- 
tailed spending for cousumer goods and other finished products in turn will 
have a dampening effect on the demand for machines and other producers’ equip- 
ment to make them. Consumers and investors may anticipate these secondary 
effects and, through their attitudes and actions, may bring them about more 
promptly and in greater amount. 


*““MAGNITUDE OF INTEREST RATE CHANGES 


“Interest rates, as the prices paid for credit, perform the important function 
of influencing the flow of funds into various channels. They also serve as a basis 
for establishing the present value of any assets which are expected to provide in- 
come over a succession of years. Changes in interest rates constitute signals 
and incentives by means of which demand for funds is kept in balance with 
supply. 

“Thus far the discussion has been carried on without specific reference to the 
magnitude of interest rate changes. As has been explained, a tightening of credit 
involves an increase in interest rates; an easing of credit, a decline in interest 
rates. Higher interest rates tend to eliminate some marginal demand for loans. 
At the same time the increased interest rates, combined with capital losses on 
assets and a change in business expectations, make lenders more selective in 
their lending activities and spenders in general less willing to spend. Conversely, 
lower interest rates tend to increase marginal borrowing, to encourage lenders 
to expand into lower grade securities, and to make spenders generally more 
willing to spend. 

“The magnitude of interest rate changes necessary to bring supply and demand 
for funds into equilibrium and to retard the development of inflation or defla- 
tion depends on many factors. This section will give some examples of these 
factors, with specific reference to their operation in periods of tightening credit 
conditions. 

“Kinds of interest rates—There are many interest rates because there are 
many kinds and grades of loans and investments. They are all related to one 
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another in some degree and reflect in varying measure the relationship in the 
market between the demand for credit and the supply of funds available for 
lending and investing. 

“In a free-enterprise system, interest rates are established by the interplay of 
market forces. Traditionally, reserve banking influence is directed to expanding 
or contracting the supply, availability, and cost of Reserve bank credit as needed 
to maintain general economic and financial stability. This activity necessarily 
affects the supply, availability, and cost of other credit. The Reserve bank 
discount rate has a relationship to the cost of credit generally. Since Reserve 
bank advances are extended on short-term paper of prime quality, the relation- 
ship between the discount rate and other market rates is closest in the short- 
term prime credit area. 
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SHORT-TERM INTEREST RATES 


Percent per annum 
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*Rate on bankers’ acceptances not shown after 1933; Treasury bill rate shown beginning 
in 1934. 


NotTr.—Federal Reserve discount rate is rate at Federal Reserve Bank of New York ; from 
October 30, 1942, to April 24, 1946, preferential rate on advances secured by short-term 
Government securities is shown. Monthly averages of prevailing weekly rates are shown 
for prime 4- to 6-month commercial paper and prime 90-day bankers’ acceptances. Treas- 
ae bill rate is average rate on new issues during month. Latest figures are for February 

953. 
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“Under present conditions in the United States, Government securities play a 
key role in the credit market. The market rate on Treasury bills is the most 
sensitive index of changes in credit market forces, including particularly changes 
in commercial bank reserve positions. Other short-term interest rates usually 
have generally similar movements. When credit and monetary demands expand 
and member bank borrowing at the Reserve banks increases, rates on short-term 
Government securities tend to rise, and this tendency toward higher rates is in 
turn transmitted to other credit markets. The discount rate is adjusted or not in 
accordance with the judgment of the Federal Reserve as to the general economic 
situation and the strength and soundness of credit developments. The relation 
of the discount rate to other short-term interest rates since the First World 
War is shown in the chart. 

“Long-term rates generally rise when:short-term rates rise and decline when 
short-term rates decline. The tighter or easier credit conditions which accom- 
pany changes in business activity are generally felt directly in both long- and 
short-term fields. Moreover, for some lenders the long-term markets for credit 
are competitive with the short-term markets. 

“While short- and long-term rates generally move together, the change in long- 
term rates is ordinarily smaller in magnitude than that in short-term rates. 
Lenders generally expect extreme levels of short-term rates to prevail for only a 
short period of time. Since the current yield on long-term securities will be 
received until the maturity of the security, a relatively small change in long-term 
rates will restore the competitive relationship. Moreover, as already noted, when 
yields rise the capital loss incurred on long-term securities may serve to check 
sales and thus moderate the rise in long-term yields. Short-term paper, on the 
other hand, is generally held by both banks and nonbank investors for the ex- 
press purpose of adjusting to changed requirements for funds and hence tends 
to be sold or brought as cash assets temporarily fall below or rise above desired 
levels. 

“In recent years, long-term rates have been constantly above short-term rates, 
but this has not always been the case. The chart shows the relationship since 
1900 between the commercial paper rate and the yield on long-term corporate 
bonds. 

LONG- AND SHort-TERM INTEREST RATES 


Percent per annum 


PRIME 
b COMMERCIAL 
I PAPER 


\ 
\ 
' 
' 
! 
' 


HIGH-GRADE 
CORPORATE 





1900 10 20 30 40 ‘50 


Nore.—Annual averages of monthly figures. High grade corporate bond yield series 
comprises Standard and Poor’s Corporation series on high-grade railroad bonds through 
1919, Moody Investors’ Service series on Aaa railroad bonds for period 1920-29, and Moody 
series on Aaa public utility bonds beginning in 1930. 
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“Influence of general economic and financial factors.—The extent of interest 
rate increases under conditions of credit tightness will depend on the entire 
economic background at the time. To understand that background calls for 
eareful consideration of many questions. For example, how strong are the credit 
demand pressures? By what forces are they being generated? How extended or 
overextended is the underlying economy itself? How optimistic is the climate of 
business expectations? And always, in appraising the possib!e response of inter- 
est rates to a general tightening of credit, it is necessary to take into account 
the established organization of the credit market and the investment and operat- 
ing experience of the institutions which make up this market. 

“Under some circumstances, reserve banking measures involving only minor 
increases in interest rates would be adequate to restrain undue credit and 
monetary expansion; with another background, effective credit and monetary 
policy would require pronounced increases in rates. 

“The response of the economy to reserve banking action will depend in part 
on the habits and patterns of financial management built up over the preceding 
months and years. Restrictive action, for example, may be effective with rela- 
tively small increases in interest rates if existing interest levels have prevailed 
for some time. Under these circumstances, institutional investors will be doing 
business on the assumption that interest rates will remain substantially stable 
and that consequently securities may be sold without significant loss. To these 
investors and to a great many others, a tightening of credit will introduce new 
problems of liquidity and bring about a retrenchment in their activities, includ- 
ing their commitments to grant credit at some future time. In the light of ex- 
tensive past experience, uncertainty regarding future interest-rate increases will 
promote caution among lenders as long as demand for credit continues strong. 

“The absolute level of interest rates prevailing at a given time and the range 
of variation in interest rate for various kinds and grades of credit are other 
factors influencing the extent to which a given credit action may cause inter- 
est rates to change. A given absolute increase in rates, for example, has a more 
depressing effect on the capital values of prime long-term investments if they 
are capitalized on the basis of a 2% percent rate rather than at a 4 percent. 
More significantly, if the spread between the rate on prime paper and the rates 
on secondary grade credits has been small, the impact on capital values of a 
given increase in prime rates will tend to be carried more quickly throughout 
the entire credit market than if a wider spread in rates has prevailed. 

“The effect of a change in interest rates depends also on the total volume 
of those types of assets having market prices that will respond quickly to such 
a change. The larger this volume is, the greater and more immediate will be 
the impact on the entire economy of a given interest rate movement. On bal- 
ance, developments in the American credit market in the past 25 years, in- 
cluding particulary the large expansion in marketable public debt, have in- 
creased the importance of assets having prices that move promptly with interest 
rate changes. 

“Influence of special credit conditions.—Institutional and other factors that 
exist in the credit market at a particular time can have a big influence on the 
responsiveness of the economy to credit tightness and on the size of interest rate 
increases that credit tightness will bring about. In 1928 and 1929, for example, 
speculation in the steck market had raised stock prices so high that equity 
capital was available to corporations on more attractive terms than debt capi- 
tal. The cost of debt financing (the long-term interest rate) was increasing, 
but a corporation could sell stock on such favorable terms that this became the 
favored method of financing. In this period corporations relied heavily on the 
equity market for capital. Investors on their part were attracted into equities 
by prospects for future gains, even though yields on high-grade bonds were 
higher than those currently obtainable on stocks. The stock-market boom in 
those years was based largely on margin trading financed heavily in the brokers’ 
loan market, mostly by nonbank credit (loans to brokers and dealers for the ac- 
count of others). Interest rates of 9 percent or more in this market did not 
prevent a large volume of borrowing for speculation in stocks. 

“Under such circumstances, credit actions taken to restrict the general 
availability of credit could not easily be made effective in curbing an un- 
sustainable speculative boom in the stock market except by affecting eco- 
nomie activity in general and in that way making investment in equities un- 
profitable. Despite the decline in long-term interest rates in the downturn that 
followed the eventual stock market crash, long-term borrowing was still con- 
siderably less attractive than the equity financing that had been available to 
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many prime borrowers in 1929. Legislation designed to prevent a repetition of 
this situation authorized the Federal Reserve through margin requirements: to 
regulate the use of credit in the stock market. 

“Under other and quite different circumstances, restraint on credit may have 
a sharply restrictive influence before the interest rate rise has been large. For 
example, when a large amount of business financing is being done in the bond 
market, investment underwriters and security dealers need to carry a sub- 
stantial inventory of bonds. For these institutions the ratio of capital to this 
inventory is typically small, and their operations are heavily dependent on the 
use of short-term bank credit. Moderate increases in interest rate cause the 
value of their inventory of bonds to decline, put their capital position in 
jeopardy, threaten their creditworthiness, and cause them to reduce the volume 
of new flotations of securities that they are willing to undertake. 

“To give another example, in the spring of 1951 the mortgage market wes 
particularly sensitive to a moderate increase in long-term rates. This was be- 
cause major lenders were overextended in their lending commitments. In re- 
sponse to the change in the credit situation at that time, and the uncertainty as 
to future interest rate and security price levels, these lenders reduced sharply 
their commitment activities in mortgage financing and to some extent in other 
financing also. This brought about some limitation on the volume of their 
lending, which up to that time had been running substantially in excess of the 
funds they had from repayments of old loans and new savings, with the dif- 
ference made up by sales of Government securities which in turn had been pur- 
chased by the Federal Reserve at supported prices. 


“CONCLUDING COMMENT 


“This article has described the way in which a general tightening or easing 
of credit, with accompanying changes in interest rates, may function to help 
maintain economic stability. It has not dealt with the many forces, other than 
credit and monetary forces, that cause instability. It has taken for granted 
that credit and monetary measures are not the only reliance of public policy 
in sustaining economic balance. 

“The discussion has largely focused on the broader effects of credit tightness 
and rising interest rates on lending, spending, and saving. The mechanism of 
credit ease is in general the opposite of credit tightness. The response to credit 
easing, however, is greatly influenced by cyclical or other prevailing circum- 
stances, and the effectiveness of credit easing in checking monetary contraction 
and in bringing about resumed growth in economic activity depends greatly on 
earlier effective reliance on credit tightness to limit excessive credit and monetary 
expansion. 

“In considering the mechanism of credit tightness and related interest rate 
increases in counteracting unsound business booms, it is important to bear in 
mind the alternative to such developments. To avoid credit tightness it would 
be necessary to supply additional funds to meet all demands, even though they 
might be excessive from the standpoint of the maintenance of stable economic 
progress. In a free enterprise economy, decisions regarding the use of pur- 
chasing power are made by the individuals who receive incomes and have 
savings, rather than dictated by Government. The extent to which it is possible 
to devote resources to expansion of productive capacity and the stock of housing 
and commercial construction without generating excessive, inflationary bank 
credit and monetary expansion depends largely on the combination of individual 
decisions to save and to dissave—on the aggregate volume of saving. When 
savings are very large, as they ordinarily are in this country, sustained expan- 
sion is possible in substantial volume without an excessive and unstabilizing 
growth of credit and money.” 

Following is a list of principal policy actions of the Federal Reserve System 
during the period February 1945-August 1957, in chronological order. 
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Principal policy actions of Federal Reserve System, February 1945-—August 1957 





Date 





February 1945 to Janu- 
ary 1946. 


April to May 1946. __-_- 


January 1946 to October 
1947. 


December 1946 


February 1947 


July 1947 to October 1947. 


November 1947 to March 
1948. 


November 1947. 


January 1948 to August 
1948. 


February 1948 to Sep- 
tember 1948. 


Action 


Margin requirements raised 
from 40 to 50 percent of 
market value in February; 
to 75 percent in July; and 
to 100 percent in January 
1946. 

.| Removal of preferential dis- 

count rate of 44 percent on 

advances secured by short- 
term Government secu- 
rities. 

| 

Reduced total holdings of 
Government securities by 
more than $2,000,000,000. 
Retirements of about $7,- 
000,000,000 of maturing se- | 

| curities offset in part by 
$5,000,000,000 net pur- 
chases of other short-term 
securities. Buying rate 
on bankers’ acceptances | 
raised (July-August 1946). 

Removed noninstallment | 
credit from regulation; | 

| list of articles under credit 

control curtailed. | 


| 

| 

Margin requirements re- | 
duced from 100 to 75 per- 





cent of market value. | 


Discontinued buying rate of 
3g percent on Treasury 
bills and support of certifi- 

| cates at 76 percent. | 


| 


| 
| Bought $5 billion Treasury 


| bonds. | 





| Sold or redeemed over $6 bil- | 
lion of short-term Govern- 
ment securities. Buying | 
|} rate on bankers’ accept- | 
ances raised (December | 
1947-January 1948). 
| Joint statement by bank 
supervisory authorities. 


Buying rate on bankers’ 
aceeptances raised (Au- 
gust). Raised discount 
rate from 1 to 14% percent | 
at all banks. 


| 
| 
| 
| 





Bought $2,000,000,000 Gov- | 
ernment securities in Sep- | 
tember including $1,500,- 
000,000 bonds and $500,- 
000,000 bills, certificates, 
and notes. Raised reserve 
requirements on demand 
deposits from 20 to 26 per- 
cent at central Reserve 
city banks; 20 to 22 per- 
cent at Reserve city; and 
14 to 16 percent at country 
banks; on time deposits 
from 6 to 744 percent at all 
banks. 


Basis of action 





Continued upward trend of stock prices, volume 
of trading, and stock-market credit. 


Required borrowing banks to pay regular dis- 
count rate of 1 percent and thereby made it less 
easy for member banks to obtain Federal 
Reserve credit on the basis of which to expand 
loans. Indicated that the Federal Reserve 
System did not favor a further decline in inter- 
est rates in the circumstances then prevailing. 

Restrained growth in member bank reserves (due 
chiefly to gold inflow) by redeeming maturing 
United States securities as Treasury retired 
securities using accumulated balances in war 
loan accounts and budget surplus. Business 
active; inflationary pressures were strong. 


For purpose of simplifying the regulation, making 
it administratively more workable, and nar- 
rowing its scope to a minimum consistent with 
the exercising of a stabilizing influence on the 
economy. Amended regulation covered ap- 
proximately 70 percent of installment credi*. 

Stock prices and the volume of credit in ths 
market had been reduced to levels at or bel 
those prevailing at the time of the 
increase in requirements. 

Relieved Federal Reserve System of nec: 
continuing to buy short-term securities 
extremely low wartime rates and thereb, 
viding the basis for further monetary e, 
sion. Business activity at very high lev. 3; 
inflationary pressures strong. Coupon rates on 
new issues of certificates raised by Treasury to 
1 percent. 

Bought large amounts of Treasury bonds in No- 
vember and December to stem decline in bond 
prices. Dropped buying prices in late Decem- 
ber to levels slightly above par. Bought bonds 
thereafter to maintain these price levels. 

Sold or redeemed short-term Treasury securities, 
partly to offset effect on bank reserves of bond 
purchases and continued gold inflow, in the 
effort to restrain the growth in bank credit. 
Inflationary pressures continued strong. 
Short-term rates rose further. 

Urged banks to avoid making nonessential loans 
in view of inflationary conditions. Statement 
was followed by action by American Bankers 
Association to arrange bankers’ meetings in 
various parts of the country early in 1948 to 
urge avoidance of unnecessary or undesirable 
extensions of credit. 

Part of an anti-inflationary program designed to 
keep pressure on member bank reserves and 
thereby to restrain expansion of bank credit 
and at the same time continue the policy of 
stabilizing the long-term rate on Government 
bonds. 

Reserve requirement action to help absorb addi- 
tional reserves made available by gold inflow 
and by Federal Reserve purchases in support 
of the market for Government securities. 
Congress provided authority (until June 30, 
1949) for increases in reserve requirements 
above those otherwise authorized. Securities 
purchased in open market to maintain the 
stability of the market and to assist tempo- 
rarily in the adjustment of member banks to 
increased reserve requirements. 
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Principal policy actions of Federal Reserve System, February 1945-August 
1957—Continued 


Date 


September 1948.......... 








March 1949_. a 


March 1949 to April 1949. 


May 1949 to September 
1949. 


January 1949 to Septem- 
ber 1949. 


November 1949 to June 
1950. 


August 1950- -- 


August 1950 to Decem- 
ber 1950. 


| 





Margin 


On consumer installment 


Reduced 


Reduced holdings of Gov- 


Sold $1,500,000,000 of long- 


Bought a net of $1,600,000,- 


Buying 


Bought $8 billion of matur- 





Action 


On installment credit for a 


list of consumer durable 
goods reimposed down- 
payment of 20 to 3344 per- 
cent; maximum maturity 
15 to 18 months; same 
maturity on installment 
loans. 

requirements _re- 
duced from 75 to 50 per- 
cent of market value. 


credit reduced downpay- 
ment to 10 percent (except 
on autos); increased ma- 
turity to 24 months on all 
listed articles. 

reserve require- 
ments on demand deposits 
by 4 percentage points; on 
time deposits by 254 per-| 
centage points. Changes 
in several steps. 


ernment securities by 
more than $5,000,000,000. 
Sold over $3,000,000,000 of | 
bonds from january 
through June; sold or re- 
deemed $2,000,000,000 of 
bills, certificates, and 
notes. 





term Treasury bonds. | 


000 of short-term Govern- 
ment securities. Little 
change in total portfolio. 


rate on bankers’ 
acceptances’ raised. 
Raised discount rate from 
14% to 134 percent at all 
banks. Request by bank 
supervisory agencies for | 
volimtary cooperation of | 
lenders in restraining | 
credit. 


ing Government securities 
(August), $1 billion of re- 
stricted bonds (Septem- 
ber-December), and $1.4 | 
billion of short-term secu- 
rities (December). | 





Sold $7 billion of short-term 


Government securities 
(August). 


Basis of action 








Congress restored (until June 30, 1949) Board’s 
authority to regulate consumer credit, which 
it had terminated in November 1947, Con- 
sumer installment credit was expanding at a 
rate of $2,000,000,000 a year; this growth was 
contributing to inflationary pressures. Regu- 
lation as reestablished affected about 70 per- 
cent of consumer installment credit. 

Stock market credit outstanding was close to the 
lowest level on record. Stock prices declining 
and volume of trading low. Equity financing 
of business small. 

Consumer buying pressures had moderated sig- 
nificantly; many commodities covered by regu- 
lation in larger supply; consumer installment 
credit expanding less rapidly than formerly; 
general inflationary pressures had abated 
somewhat, 

Recession in business and prices. Credit policy 
aimed at encouraging a high level of business 
activity, but avoiding conditions of such ease 
as would prevent needed adjustments or en- 
courage undue expansion. 


To prevent prices of long-term bonds from rising 
sharply and to meet heavy demands for short- 
term United States securities arising out of 
reduced member bank reserve requirements, 
net Government disbursements, reduced cur- 
rency circul ition, gold inflow, and other factors 
More flexible credit policy announced June 28 
determining operations on basis of the needs of 
general business and credit situation and of 
maintaining orderly conditions in the Govern- 
ment security market, rather than a fixed pat- 
tern of rates on U. S. Government securities. 
Open market operations throughout the period 
consistent with easier credit conditions, while 
recession lasted. 

Sales of bonds to meet market demand for long- 
term securities and discourage overextension of 
private long-term financing. 

Operations designed to allow money market to 
firm moderately in response to increased de- 
mand for funds, as business recovery gained 
momentum and signs of inflationary pressures 
reappeared, and at same time to aid Treasury 
refunding. Slight rise in yields on both short- 
term and long-term securities. 

Output and employment close to peacetime 
record levels; accelerated expansion of credit; 
prices rising; prospective increases in Govern- 
ment expenditures for military purposes. 
System announced it was prepared to use all 
means at its command torestrain further bank- 
credit expansion consistent with policy of main- 
taining orderly conditions in Government 
securities market. 

Purchases to aid Treasury refundings and pre- 
vent decline in long-term bonds below par. 





Sales of short-term securities at lower prices 
(higher yields) to offset effect of purchases. 
NotTe.—The above-mentioned sales did not ¢c ’m- 
pletely offset purchases so that the actual net 
effect of operations for this period was expan- 
sionary. 





Se 


Ne 


Jal 


Jar 


Jar 


Fel 


Ma 


Apr 


Mic 
er 





ust 


ard’s 
hich 
Con- 

at a 

was 
Regu- 
| per- 


0 the 
ining 
ncing 


d sig- 
regu- 
ment 
nerly; 
bated 


volicy 
siness 
1 ease 
yr en- 


rising 
short- 
put of 
nents, 
d cur- 
rctors 
ine 28 
eds of 
ind of 
pvern- 
d pat- 
irities. 
period 
while 


r long- 
sion of 


ket to 
ed de- 
gained 
sssures 
easury 
short- 


cetime 
credit; 
overn- 
rposes. 
use all 
r bank- 
f main- 
nment 


1d pre- 
ar. 


prices 
‘chases. 
otc *m- 
ual net 
expan- 


FINANCIAL CONDITION OF THE UNITED STATES 1251 


Principal policy actions of Federal Reserve System, February 1945-August 
1957—Continued 





Date Action Basis of action 


September 1950 to Octo- | On installment credit for | Unprecedented rate of expansion of consumer 


ber 1950. list of consumer durable installment and real-estate credit. Regula- 
goods downpayment 10- tions are parts of fiscal, monetary, and credit 
3344 percent; maximum measures to restrain infiationary pressures and 


maturity 15 months, ex- 
cept home improvements 
30 months; maximum ma- 
turity of 15 months on 
installment loans. On 
real-estate credit down- 
payments 10-50 percent of 
value of residential prop- 
erty; maximum maturity 
20 years with certain 


facilitate diversion of critical material and man- 
power to production of defense needs, under 
authority of Defense Production Act of 1950. 
For reasons of administrative and regulative 
efficiency consumer credit regulation confined 
to installment credit and scope set to affec 
about 75 percent of such business. 


exceptions. 

November 1950_.........| Banks again requested to | Unprecedented expansion in bank loans from 
restrain unnecessary credit midyear to mid-November. Continued ex- 
expansion. pansion in credit put upward pressure on 


prices, impairing purchasing power of dollar 
and adding to cost of defense program. 

To maintain prices of long-term Government se- 
curities. 

Continued expansion of bank credit. Action 
taken to absorb about $2 billion of funds, largely 
from seasonal return of currency and System 
purchases of bonds, and generally to reduce the 
ability of banks to expand credit that would 
add to inflationary pressures. At central Re- 
serve city banks requirements were raised to a 
level considerably above those that prevailed 
during most of the war period. 

To facilitate adjustment to reserve requirement 


January 1951 to Febru- | Bought $800,000,000 of long- 
ary 1951. term Treasury bonds. 
Raised reserve requirements 
by 2 percent on demand 
deposits; 1 percent on time 
deposits; maximum limits 
except at central Reserve 
city banks. 


Bought a net of $300,000,000 


of short-term Government increase. 
securities. 4 
January 1951 atamidnlietid Margin requirements raised | Continued upward trend of stock prices, volume 


from 50 to 75 percent of 
market value. 
January to February | Real-estate credit control 
1951. extended to cover multi- 
family and certain non- 
residential properties. 


of trading, and stock-market credit. 


To add further restraints on inflation by limiting 
the credit available for the financing of non- 
residential construction and to bring about a 
decrease in building to provide materials and 
labor for the defense program. 

Program formulated by representatives of banks, 
investment bankers, and life-insurance com- 
panies, in consultation with Federal Reserve 
representatives, for organized effort by all types 
of financing institutions to restrain unneces- 
sary credit expansion in accordance with the 
Defense Production Act of 1950. 

Action taken, under Treasury-Federal Reserve 
accord, to terminate support of Government 
securities market at fixed prices, with a view to 
promoting a self-sustaining market and dis- 
couraging sales of Government securities to 
Federal Resrve System to obtain funds with 
which to extend credit to private borrowers. 

Interim purchases taken to maintain orderly 
market conditions in transition to self-sus- 
taining market and to facilitate exchange of 
long-term marketable bonds into nonmarket- 
able bonds with longer term and higher interest 
coupon. 

To minimize monetization of public debt without 
jeopardizing necessary Government financing; 
to enable the Federal Reserve System to regain 
greater control over its extensions of Federal 
Reserve credit through security operations, and 
thereby more effectively to restrain inflationary 
expansion of credit. 

Purchased restricted bonds to aid in readjust- 
ment of bond market; purchased short-term 
securities to aid in Treasury refundings. 


February to May 1951 All financing institutions 
requested to participate 
in program of voluntary 
credit restraint. 


March to mid-April 1951_| Lowered buying prices on 
Government securities. 


Bought $1,100,000.000 of 
Treasury bonds and 
$100,000,000 of bills. 


April 1951... ..-| Ceased purchases of Gov- 
ernment securities except 
primarily to maintain 
orderly market conditions. 


Mid-April 1951 to Nov- | Bought $300,000,000 of long- 
ember 1951. term bonds through June, 
and $1,500,000,000 of short- 
term securities during 

refunding periods. 
Sold or redeemed $1,700, 
000,000 of short-term Gov- 
ernment securities at other 

times. 


Sales to absorb reserves created by above pur- 
chases. 
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Principal policy actions of Federal Reserve System, February 1945-August 
1957—Continued 


Date 


Action 





WT MEE s cancasesendacen On installment credit for list 
of consumer durable goods 
and for installment loans 
increased maximum ma- 
turity to 18 months (home 
improvements, 36 months); 
downpayment on appli- 
ances reduced to 15 per- 
cent cash or cash and 
trade-in. 

Increased maximum matu- 
rity to 25 years for houses 
up to $12,000; raised maxi- 
mum value per family 
unit for specified down- 
payment requirements; 
suspended credit restric- 
tions for programed hous- 
ing in critical defense hous- 
ing areas. 

December 1951..........| Increased holdings of securi- 
ties in late December by 
about $600,000,000 net. 

Reduced holdings of securi- 
ties by $1,100,000,000, net. 

Increased holdings by abceut 
$200,000,000, net. 


September 1951......-.--- 


January 1952... -...-..---- 


February to June 1952. -- 


September 1952. --...-.-- Suspension of regulation of 
real estate credit. 


Limited net purchases of 
U.S. Government securi- 
ties in open market to 
$1,800,000,000. 


July to December 1952.. 


Sold in open market or re- 
deemed $800,000,000 net of 
U. 8. Government securi- 
ties. 

Raised discount rates from 
1% to 2 percent and buy- 
ing rates on 90-day bank- 
ers’ acceptances from 17% 
to 244 percent, 

Reduced margin require- 
ments on loans for pur- 
chasing or carrying listed 
securities from 75 to 50 
percent of market value 
of securities. 

Purchased in open market 
about $900,000,000 of 


January to April 1953--- 


January 1953. ...--.-.--- 


February 1953- 


May to June 1953____---- 


United States Govern- 
ment securities. 
Sh oe encie abe Reduced reserve require- 


ments on net demand de- 
posits by 2 percentage 
points at central Reserve 
city banks and mas per- 
centage point at Reserve 
city and country banks 
thus freeing an estimated 
$1,200,000,000 of reserves. 
Made net purchases in open 
market of U. 8. Govern- 
ment securities totaling 
$1,700,000,000. 


July to December 1953 


Basis of action 


Action taken to bring regulation W into con- 
formity with the provisions of the Defense Pro- 
duction Act amendments of 1951. 


Action taken to bring regulation X into con- 
formity with the provisions of the Defense 
Housing and Community Facilities and Serv- 
ices Act of 1951. 


To meet seasonal reserve needs. 


To offset currency infiow and the effects of other 
seasonal factors on bank reserves. 

Large purchases of securities made in February 
and June to facilitate market adjustments to 
Treasury financings. Most of those purchases 
were offset by sales of other securities. 

To conform with the terms of the Defense Pro- 
duction Act, as amended, requiring suspension 
of regulation if housing starts in each of 3 con- 
secutive months fell short of an annual rate of 
1,200,000 units, seasonally adjusted. 

To meet seasonal and other reserve drains only in 
part, requiring banks to borrow some of the 
reserves needed so as to restrain bank credit and 
deposit expansion at a time when credit de- 
mand was very large and the economy was fully 
employed. Purchases in August and Septem- 
ber were made primarily at times of Treasury 
refunding operations and were offset in part by 
subsequent sales. 

To offset seasonal changes in factors affecting 
reserves and thus to maintain pressure on 
member bank reserve positions. 


To bring discount rates as well as buying rates on 
acceptances into closer alinement with open 
market money rates and to provide an addi- 
tional deterrent to member bank borrowing 
from the Reserve banks. 

To reduce margin requirements from the high 
level imposed early in 1951, in the judgment 
that the lower requirement would be adequate 
to prevent excessive use of credit for purchasing 
and carrying stocks. 


To provide banks with reserves and to permit a 
reduction of member bank borrowing from the 
Reserve banks at a time when such borrowing 
was high, credit and capital markets were 
showing strain, and seasonal needs for funds 
were imminent. 

To free additional bank reserves for meeting 
expected seasonal and growth credit demands, 
including Treasury financing needs, and to 
further reduce the pressure on member bank 
reserve positions. 


To provide banks with reserves to meet seasonal 
and growth needs and to offset continuing gold 
outflow with little or no additional recourse to 
borrowing. 

| This action and the one below were taken in Pe 
suance of a policy of active ease adoptec 
view of the business downturn. 
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Principal policy actions of Federal Reserve System, February 1945—August 


January to June 1954-_-- 


February 1954. 


April to May 1954. ‘ 


June to August 1954_. 


| Reduced 





September to November 
1954. 


December 1954. . 


January to June 1955___. 


January 1955_..........-. 


nc antucncecea 


April 1955. ....- 


March to December 1955- 


Action 


Limited net sales to about 
$900,000,000 of U. S. Gov- 
ernment securities in open 
market. 

Reduced discount rates 
from 2 to 1% percent and 
buying rates on 90-day 
bankers’ acceptances from 
2% to 1% percent. 


discount rates 
from 134 to 14 percent and 
buying rates on 90-day 
bankers’ acceptances from 
134 to 11% percent. 

Reduced reserve require- 
ments on net demand de- 
posits by 2 percentage 
points at central Reserve 
city banks and by 1 per- 
centage point at Reserve 
city and country banks, 
and requirements on time 
deposits by 1 percentage 
point at all member 
banks, thus freeing about 
$1,500,000,000 of 


Aug. 1. 

Sold in open market or re- 
deemed U. 8S. Govern- 
ment securities totaling 
about $1,000,000,000 in 
July and August. 

Made net purchases in open 
market of approximately 
$850,000,000. 

Made net purchases of U. S. 
Government securities in 
open market of less than 
$50,000,000, all under re- 
purchase agreements with 
dealers and brokers. 
Member bank borrowing 
increased to an average of 
$250,000,000 in December. 

Sold in the open market or 
redeemed U. S. Govern- 
ment securities totaling 
$1,300,000,000. Member 
bank borrowing increased 
to an average of more than 
$400,000,000 in the second 
quarter. 

Raised margin requirements 
on loans for purchasing or 
carrying listed securities 
from 50 to 60 percent of 
market value of securities. 

Raised margin requirements 
on loans for purchasing or 
carrying listed securities 
from 60 to 70 percent of 
market value of securities. 


Raised discount rates from 


144 to 1% percent. 


Made net purchase of 
bankers’ acceptances in 
open market totaling 


$28,000 000. 


reserves | 
in the period June 16 to 


1957—Continued 





Basis of action 








To absorb only part of the reserves made avail- 
able by seasonal deposit contraction and return 
flow of currency thereby further easing bank 
reserve positions. 

To bring discount rates as well as buying rates 
on bankers’ acceptances into closer alinement 
with market rates of interest and to eliminate 
any undue deterrent to bank borrowing from 
the Reserve banks for making temporary re- 
serve adjustments. 

Do. 


To supply the banking system with reserves to 
meet expected growth and seasonal demands 
for credit and money, including Treasury 
financing needs, 


Reductions in reserve requirements were offset 
in part by temporary sales of securities in 
order to prevent excess reserves from increasing 
unduly at the time, but security purchases 
were resumed as need for funds developed. 

To supply the banking system with reserves to 
meet expected growth and seasonal demands 
for credit and money. 

To meet part of the temporary end-of-year needs 
of banks for reserve funds, but in view of rising 
credit demands, to permit these needs to be re- 
flected in part in slightly less easy reserve posi- 
tions, 


To offset effects of seasonal factors affecting bank 
reserve positions and, in view of strong credit 
demands, to bring about somewhat greater 
member bank borrowing from Federal Reserve 
banks. 


To help prevent an excessive use of credit for pur- 
chasing or carrying securities in a period of in- 
creasing use of credit for carrying securities. 


Do. 


To bring discount rates into closer alinement 
with open-market money rates and make 
borrowing by individual banks more expensive. 

To recognize increased use of bankers’ accept- 
ances by business as a means of financing inter- 
national trade. 
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Principal policy actions of Federal Reserve 


Date 


July to December 1955 


November to December 
1955. 


August to 
1955. 


September 


November 1955. 


January 1956 


February to March 1956. 


April to May 1956_______ 


Late May to early Au- 


gust 1956. 


August to November 
1956 


* 
| 





FINANCIAL CONDITION OF THE UNITED STATES 


System, February 1945-August 


1957—Continued 


Action 


Made outright purchases of 
Treasury bills in the open 
market totaling $700- 
000 ,000 net and increased 
repurchase agreements 
with dealers and_ brokers 
by $300,000,000. Member 
bank borrowing increased 
to an average of about 
#850,000,000 in Septem ber 
and more than _ $1,000,- 
000,000 in November but 
declined to about $850,- 
000,000 in December. 
Purchased when-issued 
Treasury certificates of 
indebtedness’ totaling 
$167,000,000. 
Increased discount 
from 1% to 2% percent. 
This increase was made 
in 2 steps at all Reserve 
banks except Cleveland. 
Increased discount rates 
from 244 to 2% percent. 
Reduced System holdings 
of U.S. Government secu- 


rities by over $1,400,000,- | 
000 through sales in the | 


market, redemption of 
maturing bills, and ter- 
mination of repurchase 
agreements. Member 
bank borrowings in- 
creased to weekly aver- 
ages of $900,000,000 in late 
January. 

Bought small amounts of 
Government securities at 
times. Member bank 
borrowings declined some- 
what in February but in- 
creased substantially in 
March as result of sharp 
increase in required re- 
serves. 

Discount rates raised from 
214 percent to 234 percent 
at 10 Reserve banks and 
to 3 percent at 2 banks 
around middle of April; 
4‘ i e * * 
System holdings of U.S 
Government securities re- 
duced by $350,000,000. 
Member bank borrowings 
at Reserve banks rose to 
over $1 billion. 


| Increased System holdings 





of U. 8. Government se- 
curities around end of 
May and end of June and 
maintained holdings at 


higher level than in pre- | 


vious period. 


Discount rates raised late in | 


August to 3 percent at the 


10 Reserve banks with | 


rates of 234 percent. Sys- 
tem holdings of U. 8. Gov- 
ernment securities in- 
creased by nearly $1,- 
000,000,000; member bank 
borrowings at Reserve 
banks rose to average of 
$990,000,000 in August and 
averaged between $700,- 


000,000 and $80,000,000 in | 


other months. 


rates | 





To meet part of reserve needs associated with 
seasonal factors, thus requiring banking system 
to meet needs in part by further increasing 
indebtedness. This action was taken with a 
view to providing for seasonal needs while 
limiting undue expansion of bank credit. 


To facilitate Treasury refunding in period of 
money market stringency. Supply of reserve 
was consistent with overall open market policy 
at time. 

To keep discount rates in an appropriate relation- 
ship with market rates of interest and thus 
maintain a deterrent on excessive borrowing by 
individual banks at the Reserve banks. 


To offset seasonal return flow of currency and 
reduction in reserve needs and restore degree 
of restraint prevailing before December action 
to moderate restraint temporarily. 


To meet changing reserve needs and avoid an 
increasing degree of credit restraint in view of 


growing tone of uncertainty as to economic 
prospects. 


To increase restraint on credit expansion, in view 
of sharp increase in bank credit in March and 
indications of broad increase in spending, 
growing demands for credit, and upward 
pressures on prices and costs. 


To meet currency needs around holidays, to cover 
added demands for reserves around tax pay- 
ment and midyear settlement periods, and to 
avoid increasing the degree of restraint in view 
of uncertainties in economic situation. 


Discount rates increased in conformity with rise 
in market rates resulting from vigorous credit 
demands. Policies designed to increase and 
maintain restraint on undve credit expansion 
while covering seascnal and other temporary 
variations in reserve needs, including effects of 
frequent Treasury financing operations. 
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Principal policy actions of Federal Reserve System, February 1945-August 


Date 


December 1956 


January to June 1957 


August 1957 


1957—Continued 


Action 


System holdings of U. 8S. 
Government securities 
and bankers’ acceptances 
increased by over $550,- 
000,000, including sub- 
stantial repurchase agree- 
ments with dealers. 
Member-bank borrowings 
declined to weekly aver- 
ages of around $600,000,000, 
except in last week of year, 
and at times were less 
than excess reserves. 

Reduced holdings of Gov- 
ernment securities by 
about $1,800,000,000. 
Member-bank borrowings 
increased from an average 
of $400,000,000 in January 
to $1,000,000,000 in June. 

Discount rates raised from 
3 to 3% percent at 8 
Reserve banks (through 


Basis of action 


To supply reserve funds in recognition of addi- 
tional pressures in money, credit, and capital 
markets resulting from seasonal factors and 
international conditions, at a time when lower 
liquidity ratios of banks were themselves 
exerting restraint on bank lending. 


To offset the effect on reserves of seasonal factors 
and the sale of $600,000,000 of gold to the U. 8S. 
Treasury by the International Monetary Fund, 
and to exert pressure on bank reserve positions 
by bringing about a higher level of member 
bank borrowings. 


To bring discount rates into closer alinement 
with open-market money rates. 


Aug. 16). 





16. Is fiscal policy action usually necessary as a complement to Federal 
Reserve policy action with respect to money and credit? If so, will you 
list recent instances of such policy combinations, cite the occasions, and 
evaluate the effects or result. 

The Federal Reserve Bulletin article, Federal Financial Measures for Eco- 
nomic Stability (reprint of which is submitted in answer to question 14), indi- 
eates that fiscal policy and debt management have special and complementary 
roles to play in relation to credit and monetary policy. 

Throughout the postwar period, fiscal policy and Federal Reserve policy gen- 
erally have worked in the same direction. During a considerable part of the 
period, however, the ability of the Federal Reserve System to combat economic 
instability was seriously limited by its policy of supporting the United States 
Government securities market. Fiscal policy performed well in fiscal years 1947 
and 1948 as Federal expenditures declined and tax rates were maintained, pro- 
ducing cash surpluses totaling $15.7 billion in the 2 years. In this period tne 
Federal Reserve supported the Government securities market and consequently 
one of its most important policy tools—open market operations—could not fune- 
tion in a counter-inflationary manner. As long as the Federal Reserve acted as 
a residual buyer of securities offered in the market, the initiation in the creation 
of bank credit rested with the market, not the Federal Reserve authorities. At- 
tempts were made to offset these effects by resort to other actions. For example, 
reserve requirements were increased on three occasions in 1948 and the discount 
rate twice; also selected regulations were applied to stock market credit and 
consumer credit. 

Both fiscal and Federal Reserve policy shifted as the economy started to de- 
cline in the winter of 1948-49. During the fiscal years 1949 and 1950, Federal 
cash expenditures rose, the $5 billion tax eut that had been enacted earlier in 
1948 took effect, and the cash surplus was replaced by a small cash deficit. The 
Federal Reserve eased credit conditions. It reduced reserve requirements by 2 
percentage points in the summer of 1949, eased consumer credit regulation in 
2 steps, before the temporary authority finally expired, and reduced margin 
requirements. 

The Korean conflict brought about a sharp reversal of public policies. Tax 
legislation enacted in late 1950 and 1951 was designed to produce added revenues 
of nearly $15 billion in a full year and a large cash surplus resulted in fiscal 1951. 
The discount rate was increased in August 1950; margin requirements were 
increased in January 1950; regulations on consumer and real-estate credit were 
imposed in the fall of 1950; and reserve requirements were increased in January 
1951. Following the Treasury-Federal Reserve Accord of March 1951, the Fed- 
eral Reserve System was able to use open market operations, and thus all its 
instruments, to promote economic stability. Actions over this period contributed 
substantially to the ending of the price rise by the spring of 1951. 
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During 1952 and early 1953, price rises were held in check despite vigorous 
growth in the private sector of the economy. Fising defense outlays produced a 
Federal cash deficit, but this was counterbalanced by a restrictive credit policy. 
Open market operations were conducted so as to limit credit expansion generally 
and the discount rate was raised in January 1953, but consumer and real estate 
credit regulations were suspended in 1952 to conform with the intent of the 
enabling legislation. 

By mid-1953, the economy reached another turning point. During the fiscal 
years 1954 and 1955, when the economy was operating at below-capacity levels, 
a series of Federal Reserve actions eased credit conditions. Expansive open- 
market operations took place from June 1953 through the end of 1954; reserve 
requirements were reduced in the summers of both 1953 and 1954; and discount 
rates were reduced twice in early 1954. Meanwhile, most of the tax reductions 
scheduled by law were permitted to take place at the end of 1953; most excise- 
tax rates were reduced by 1954 legislation; and the 1954 Internal Revenue Code 
provided a variety of tax reliefs. Federal expenditures, however, declined 
rapidly from mid-1953 through mid-1955, so that the Government’s deficit was 
smaller than in 1953, despite the tax reductions. 

During the past 2 fiscal years of inflationary pressures, fiscal and monetary 
policy have operated in the same direction. Scheduled tax reductions were 
postponed and no new reductions were enacted. Although tax rates were not 
increased, receipts rose—mainly as a result of increases in incomes—and a 
substantial cash surplus of $4.5 billion was achieved in fiscal 1956. In fiscal 
1957, the surplus declined despite further increases in Federal revenues from 
further expansion of incomes and profits, which, in part, reflected price in- 
creases, as Federal expenditures rose by a larger amount. The impact of mone- 
tary policy has been on the side of restraint; open-market operations have 
been designed to restrain undue growth in the money supply, and as market 
rates rose discount rates have been increased several times in order to maintain 
a deterrent on excessive borrowing by members banks. 

17. I quote section 2 of the so-called Full Employment Act of 1946: 

“The Congress hereby declares that it is the continuing policy and respon- 
sibility of the Federal Government to use all practical means consistent 
with its needs and obligations and other essential considerations of national 
policy, with the assistance and cooperation of industry, agriculture, labor, 
and State and local governments, to coordinate and utilize all its plans, 
functions, and resources for the purpose of creating and maintaining, in 
a manner calculated to foster and promote free competitive enterprise and 
the general welfare, conditions under which there will be afforded useful 
employment opportunities, including self-employment, for those willing, 
and seeking work, and to promote maximum employment, production, and 
purchasing power.” 

Will you estimate and describe the weight of this statutory requirement 
on Federal Reserve decisions? Will you estimate and describe the weight 
of this statutory requirement on the combination of monetary, credit, and 
fiscal policy decisions? 

I answered this question at some length in my response to question 5 ad- 
dressed to me by the Subcommittee on General Credit Control and Debt Man- 
agement of the Joint Committee on the Beonomic Report in 1952. In sum, I 
said that it would be impossible “to foster and promote * * * the general 
welfare” and “to maintain maximum employment, production, and purchasing 
power” if prices were highly unstable and credit use were unrestricted. The 
achievement of these objectives requires the maintenance of reasonable stability 
in the value of the dollar as well as the avoidance of credit liquidation that 
would inevitably follow excessive credit expansion. 

The objectives expressed in section 2 of the Full Employment Act of 1946 
have been, in fact, the aims and goals of the Federal Reserve System since early 
in its history. In the Annual Report of the Federal Reserve Board for 1923, 
for example, the broad purposes of System policy were described as follows on 
page 33: 

“The problem in good administration under the Federal Reserve System is 
not only that of limiting the field of uses of Federal Reserve credit to productive 
purposes, but also of limiting the volume of credit within the field of its appro- 
priate uses to such amount as may be economically justified—that is, justified by 
a commensurate increase in the Nation’s aggregate productivity.” 
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In order to dispel any possible doubt that the policy declaration of the Full 
Employment Act of 1956 has this meaning, I made the following suggestion on 
page 25 on my opening statement to this committee: 

“The goal of price stability, now implicit in the Employment Act, can be 
made explicit by a straightforward declaration and directive to all agencies of the 
Government that anti-inflationary actions are to be taken promptly whenever 
the cost of living begins to rise.” 

18. What are the Federal Reserve plans further to combat inflation and 
decline in the value of the dollar? 

A direct answer is given in my statement: “The Federal Reserve System, 
itself a creation of the Congress, can—and I assure you that it will—make every 
effort to check excesses in the field of money and credit that threaten the cost 
of living and thus undermine sustained prosperity and growth of our economy.” 
In that effort, the Federal Reserve will continue to use the powers assigned it 
by the Congress, as enumerated in the opening part (pp. 2-8) of my statement, 
in the manner most appropriate in the light of economic developments as they 
occur, to achieve the System’s objective “to promote monetary and credit condi- 
tions that will foster sustained economic growth together with stability in the 
value of the dollar.” 


Mr. Martin, will you proceed, sir, in your own way ? 


STATEMENT OF WILLIAM McCHESNEY MARTIN, JR., CHAIRMAN, 
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Mr. Martin. I will be very glad to give you the written statement 
at the end, Mr. Chairman. 

The CHarrMan. Just one point there. I think I would like the 
written statement at your earliest convenience; not at the end. 

Mr. Martin. I will be very glad to get it. 

The Cuarrman. There will probs ably be some questions I would 
like to ask you in relation to it. 

Senator Martin. If we had it before us, it would help all of us. 

Senator Kerr. How long do you think it would take you to do that? 

Mr. Martin. I think I can do it in a couple of days. 

Senator Martin. I think it would be helpful to all of us if we 
could have it. 

Senator Fianpers. It would complicate Mr. Martin’s presentation 
but I wonder if it would be possible for him to have these questions 
before him and then from time to time say, “This relates to question 
No. 16,” or have someone else doing it who is familiar with what you 
are presenting. That perhaps complicates the thing and it was just 
a quick suggestion. 

The CuarrMan. Please accommodate yourself. We don’t want to 
disarrange your presentation, but when you can get a written response 
to the questions we would like to have it. 

Mr. Martin. We will go right to work on it, Senator. 

Our country has been experiencing a per iod of unusual prosperity, 
featured by heavy spending, both governmental and private. Asa 
nation, we have been trying to spend more than we earn through 
production, and to invest at a rate faster than we save. The resulting 
demands, strong and incessant, have pressed hard upon our resources, 
both human and material. In consequence, prices have been rising, 
and the purchasing power of the dollar has been falling. 

It is of the utmost importance to bring to bear on this critical prob- 
lem all of the information and intelligenc e that we can muster. That 
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is what you are seeking, and that is why this opportunity to appear 
here is timely and most welcome. 

We are not facing a new, or insoluble problem—it is as old as the 
invention of money—and history is marked with both defeats and 
triumphs in dealing with this invisible but deadly enemy of inflation. 

The question is not whether we can solve the problem, but how best 
to deal with it under our form of government and free-enterprise 
institutions. Solve it we can—solve it we must. 

You have been inquiring particularly into fiscal policies and it is 
equally important to inquire into credit and monetary policies. They 
are closely interrelated, and are the two paramount and time-tested 
means available to the Government in combating inflation. There 
are undeniably practical limitations of timing and scope upon both, 
but they are the most effective weapons in the arsenal against this 
destructive invader. In fact they are indispensable. 

By way of preface and for the record I should like to outline first 
the general structure and organization of the Federal Reserve System. 
Then I want to go into the nature and character of the problems the 
Nation is now facing. 


FEDERAL RESERVE STRUCTURE 


The Federal Reserve Act of 1913 was the outgrowth of prolonged 
congressional study of the history of central banking in other countries 
and of our own experience, particularly with the First and Second 
Banks of the United States. 

The Congress, seeking to avoid either political or private domina- 
tion of the money supply, created an independent institution which is 
an ingenious blending of public and private participation in the 
System’s operations under the coordination of a public body—the 
Federal Reserve Board—here in Washington. 

This question of independence has been thoroughly debated through- 
out the long history of central banking. On numerous occasions 
when amendments to the Federal Reserve Act were under considera- 
tion the question has been reexamined by Congress and it has repeat- 
edly reaflirmed its original judgment that the Reserve System should 
be independent—not independent of Government, but independent 
within the structure of the Government. That does not mean that 
the Reserve banking mechanism can or should pursue a course that is 
contrary to the objectives of national economic policies. It does mean 
that within its technical field, in deciding upon and carrying out 
monetary and credit policy, it shall be free to exercise its best collective 
judgment independently. 

The Reserve System is an instrument of Government designed to 
foster and protect the public interest, so far as that is possible through 
the exercise of monetary powers. Its basic objective is to assure a 
monetary climate that permits economic growth together with stability 
in the value of our money. 

Private citizens share in administering the System, but, in so doing, 
they are acting in a public capacity. 

The members of the Board of Governors and the officers of the Fed- 
eral Reserve banks are in a true sense public officials; the processes of 
policy determination are surrounded with carefully dovieed safeguards 
against domination by any special interest group. 
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Broadly, the Reserve System may be likened to a trusteeship created 
by Congress to administer the Nation’s credit and monetary affairs— 
a trusteeship dedicated to helping safeguard the integrity of the cur- 
rency. Confidence in the value of the dollar is vital to continued eco- 
nomic progress and to the preservation of the social values at the 
heart of free institutions. 

The Federal Reserve Act is, so to speak, a trust indenture that the 
Congress can alter or amend as it thinks best. The existing System is 
by no means perfect, but experience prior to 1914 suggests that either it 
or something closely approximating it is indispensable. In its pres- 
ent form, it has the advantage of being able to draw upon the knowl- 
edge and information of the directors and officers of its 12 banks and 
24 branches in formulating and carrying out credit and monetary 
policies. 


BOARD OF GOVERNORS 


The Board of Governors, as you know, is composed of 7 members 
appointed by the President and confirmed by the Senate, each for a 
term of 14 years. 

In appointing the members of the Board, the President is required 
to give due regard to a fair representation of the financial, agricul- 
tural, industrial, and commercial interests, as well as the geographical 
divisions of the country. 

From among these members the President designates a Chairman 
and a Vice Chairman for terms of 4 years. Some of the functions of 
the Board of Governors are (1) to exercise supervision over the Fed- 
eral Reserve banks; (2) to fix, within statutory limits, the reserves 
which member banks are required to maintain against their deposit 
liabilities; (3) to review and determine the discount rates which are 
established biweekly at each Federal Reserve bank, subject to approval 
of the Board in Washington; (4) to participate, as members of the 
Federal Open Market Committee, in determining policies whereby the 
System influences the availability of credit primarily through the 
purchase or sale of Government securities in the open market; (5) to 
fix margin requirements on loans on stock exchange collateral; and 
(6) to perform various supervisory functions with respect to com- 
mercial banks, such as examinations, that are members of the System 
and to administer Federal Reserve, holding company, and other legis- 
lation. 


FEDERAL RESERVE BANKS 


Each Federal Reserve bank has a board of 9 directors, of whom 6 are 
elected by the member banks. Of these, 3 are bankers, 1 from a large, 
1 from a medium, and 1 from a small bank. 

Three more must not be bankers, but must be engaged in some non- 
banking business. 

The idea here was to have the lenders recognized. The other three 
members are appointed by the Board of Governors in Washington, 
which also designates one to be the chairman and another the deputy 
chairman. None of these three may be an officer, director, employee, 
or stockholder of any bank. The directors of a Reserve bank super- 
vise its affairs. Subject to approval of the Board of Governors, they 
appoint the president and first vice president. Subject to review and 

93633—57—pt. 3 —4 
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determination by the Board of Governors, they establish discount 
rates. 

The stock of each Federal Reserve bank is held by the member 
banks of its district. This stock does not have the normal attributes 
of corporate stock; rather, it represents a required subscription to the 

capital of the Reserve bank, dividends being fixed by law at 6 percent. 
The residual interest in the surplus of the Federal Reserve banks 
belongs to the United States Government, not to the bank’s stock- 
holders. 
FEDERAL OPEN MARKET COMMITTEE 


The Federal Open Market Committee consists, according to law, 
of the 7 members of the Board of Governors, together with 5 presi- 
dents of the Federal Reserve banks. Four of these five presidents 
serve on a rotating basis; the fifth, the president of the Federal 
Reserve Bank of New York, is a permanent member of the committee. 
Since June 1955, when its executive committee was abolished, this 
committee has usually met at 3-week intervals, on a number of occa- 
sions 2 weeks, to direct the sale and purchase of securities in the open 
market. 

In practice, all 12 presidents attend these meetings and participate 
freely in the discussion, although only those who are members of the 
committee vote. 

In the past 2 years, Mr. Chairman, we have been using this Open 
Market Committee as a forum, a clearinghouse for all of the aspects 
of policy determination in the System, not failing to recognize the 
statutory responsibility of the Board of Governors for reserve re- 
quirements and for stock-market margins as distinct from the Open 
Market Committee, but using this committee as a forum where all 
aspects of the problems of the System can be discussed. Since we 
met at 3-week intervals it means that all 12 of the presidents can meet 
with the 7 members of the board, that is 19 men, and survey all as- 
pects of System problems and policies on a 3-week interval. That is 
not in disregard of the statute but it is the modus operandi that we 
have been using to effect credit policy recently in, we think, a more 
desirable way and without any conflict with the present statute. 


FEDERAL ADVISORY COUNCIL 


The Federal Reserve Act also provides for a Federal Advisory 
Council of 12 members. One is elected by the board of each Reserve 
bank for a period of 1 year. The Council is required by law to meet 
in Washington at least four times each year. It is authorized to con- 
fer dir ectly with the Board of Governors respecting general business 
conditions and to make recommendations concerning matters within 
the Board’s jurisdiction. 

The members of this Council are chosen from representative and 
outstanding bankers in each district, and I wanted to make that clear 
here. I want to quote—in looking through all the literature on this 
it seems to me that this excerpt from the report of the House Com- 
mittee on Banking and Currency on the original Federal Reserve Act 
outlines the nature of the Federal Advisory Council better than any- 
thing I have been able to come across, and I will read that. 
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Section 13 provides for the creation of a Federal advisory council which is to 
consist of as many members as there are Federal Reserve districts, each such 
district electing through the board of directors of its Federal Reserve bank a 
representative of that bank. The functions of this board are wholly advisory 
and it would amount merely to a means of expressing banking opinion, inform- 
ing the Reserve Board of conditions of credit in the several districts, and serving 
as a source of information upon which the board may draw in case of necessity. 
The desirability of such a body as a source of information and counsel is 
obvious, and it is believed that it gives to the banking interests of the several 
districts ample power to make their views known, and, so far as they deserve 
acceptance, to secure such acceptance. 

I might say that in our experience in the last 6 years, this Council 
has proved very useful. It has in no way dominated the decisions of 
the Federal Reserve Board, but it has given us an opportunity to get 
firsthand advice and counsel from people who are closely in touch with 
the banking activities of their particular districts. 


JUDGING ECONOMIC TRENDS 


Now at this point I want to take up the operations and the work of 
the System, and it is obvious that the most important task that we set 
for ourselves is judging economic trends. The work of the System 
requires a continuous study and exercise of judgment in order to be 
alert to the way the economy is trending and what Federal Reserve 
actions will best contribute to sustained economic growth. Such deci- 
sions are often hard to make because of the existence of cross currents 
in the economy. Even in generally prosperous times, some parts of 
the economy may not fare as well as others. 

Credit policy must, however, fit the general situation and not reflect 
unduly either the condition of certain industries experiencing poor 
business, or that of other industries enjoying a boom. Residential 
construction, I think, illustrates this point. 

In 1956 and so far in 1957 demand pressures on available resources 
have been generally strong and prices have been moving up, but hous- 
ing construction has receded considerably from its 1955 peak. The 
home-building industry undoubtedly could supply housing at a faster 
rate than is now prevailing. 

But even at the current volume, building costs continue to increase. 
The prices of some building materials have fallen, it is true, but the 
overall cost of housing construction has increased appreciably even 
in the face of moderately lower demand. 

The explanation is to be found in the fact that expenditures for all 
major types of construction except residential have been maintained 
at or above record levels. 

This example shows why credit policy must take account of the 
overall situation, and cannot be deterred unduly by special cases that 
are not typical of the whole. 

Another factor complicating economic interpretation is that even in 
a period of broad advance and upward pressure on prices, there may be 
lulls when conditions seem to be stabilizing and the next turn of events 
is difficult to appraise. 

The flexible character of monetary policy permits prompt adapta- 
tion to changed circumstances, and this is something that we are al- 
ways anxious to determine. 

Senator Fianpers. I don’t find that passage in the manuscript. 








1262 FINANCIAL CONDITION OF THE UNITED STATES 


Mr. Martin. I added it, Senator. 
Senator Fianpers. I thought you were still reading. 
Mr. Martin. I am ad libbing a little bit here and there. 


PURPOSES 


The objective of the System is always the same—to promote mone- 
tary and credit conditions that will foster sustained economic growth 
together with stability in the value of the dollar. 

This goal may be thought of in human terms and should be. The 
first part may be considered as concerned with job opportunities for 
wage earners; the latter as directed to protecting those who depend 
upon savings or fixed incomes, or who rely upon pension rights. In 
fact, however, a realization of both aims is vital to all of us. They are 
inseparable. Price stability is essential to sustainable growth. In- 
flation fosters maladjustments. In some periods these broad aims call 
for encouraging credit expansion; in others, for restraint on the 
growth of credit. The latter is what is required at present, for clearly 
the most citical economic problem now facing this country in our 
judgment is that of inflation, or put in the terms of the man on the 
street, it is the rising cost of living. 


THE CURRENT PROBLEM OF INFLATION 


This problem is far different from the one that beset us during the 
depressed 1930’s, and left an indelible impression on our thinking. 
The problem then was one of drastic deflation with widespread unem- 
ployment, both of men and material resources. ‘Today’s problem has 
persisted through the years since World War II. It consists of infla- 
tionary price increases and the economic imbalances that have resulted. 

This is the overriding problem that faces the Federal Reserve Sys- 
tem today, for a spiral of mounting prices and wages seeks more and 
more financing. 

It creates demands for funds in excess of savings, and since these 
demands cannot be satisfied in full, the result is mounting interest rates 
and a condition of so-called tight money. If the gap between invest- 
ment demands and available savings should be filled by creating addi- 
tional bank money, the spiral of inflation which tends to become cumu- 
lative and self-perpetuating would be given further impetus. If the 
Federal Reserve System were a party to that process, in our judgment 
it would betray its trust. 


CONFLICTING VIEWS ON CAUSES 


There is much current discussion of the origin of inflationary pres- 
sures. Some believe they reflect a recurrence of demand-pulls similar 
to those present in the earlier postwar period. 

Others believe they originate in a cost push engendered by admin- 
istered pricing policies and wage agreements that violate the limits of 
tolerance set by advances in productivity. 

These distinctions, I think, present an oversimplification of the 
problem. Inflation is a process in which rising costs and prices mutu- 
ally interact upon each other over time with a spiral effect. Inflation 
always has the attributes, therefore, of a cost push. At the same time, 
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demand must always be sufficient to keep the spiral moving. Other- 
wise the marking up of prices in one sector of the economy would be 
offset by a reduc tion of prices in other sectors. 

There is much to be said for the view that contractual or other ar- 
rangements designed as shelters or hedges from inflation have the 
effect of quickening its tempo. 

The 5-percent rise in the cost of living which we have experienced 
over the last 2 years has probably reflected and been reflected in 
more rapidly rising wage costs because of the prevalence of cost-of- 
living clauses in many modern wage contracts. Cost-plus contracts 
tend to have the same quickening effect on the infl: ationary spiral. 

The spiral is also, however, a demand spiral. At each point of 
time in the development of the inflationary spiral, there must be 


sufficient demand to take the higher priced goods off the market and 
thus keep the process moving. 


THE INFLATIONARY SPIRAL 


The workings of the spiral of inflation are illustrated by the economy 
of the moment. As has been brought out at some of the earlier hear- 
ings of this committee, we are now faced with the seeming paradox 
that prices are expected to continue to rise, even though the specific 
bottlenecks in capacity that impeded the growth of production in 

1956 have now been largely relieved, and investment in productive 
facilities continue at very high levels. 

Houses, automobiles, household appliances, and other consumer 
goods, as well as most basic materials, are all readily available—at 
a price. The problem is no longer one of specific shortages ox bottle- 
necks causing prices of individual commodities to be bid up because 
of limited availability but rather it is one of broad general pressure 
on all of our resources. 

In other words, aggregate demand is in excess of aggregate avail- 
abilities of these resources at existing prices. 

Taking the situation as a whole, as individuals, corporations, and 
governments proceed with their expenditure plans, buttressed by 
borrowed funds, they are in the position of attempting to bid the 
basic factors of production—land, labor, and capital—away from 
ach other and in the process the general level of costs and prices is 
inevitably pushed upward. Recently, this general pressure has been 
expressing itself particularly in rising prices for services as compared 
with goods. 

Despite the existence in some lines of reduced employment and slack 
demand, many employers now face rising costs when they seek to 
expand activity by adding appreciably to the number employed. 

Often, the additional manpower required has to be bid away from 
other employers. As a result, many current plans for further expan- 
sion of capacity place great emphasis on more efficient, more produc- 
tive equipment rather than on more manpower. 

his generalized pressure on resources comes to a head in financial 
markets in the form of a short: age of saving in relation to the demand 
for funds. A considerable volume of expenditure is financed at all 
times out of borrowed funds. 

When these funds are borrowed from others who have curtailed 
their own expenditures, no additional demand for resources is gen- 
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erated. On balance, however, demands for funds by those who have 
wanted to borrow money to spend in excess of their current incomes 
have outrun savings. ‘Those who have saved by limiting their current 
expenditures, and thus made funds available for lending, have still 
not kept pace with the desire of governments, businesses, and individ- 
uals to borrow in order to spend. 

Just as an intense general pressure on available resources manifests 
itself in rising wages and prices, a deficiency of savings relative to 
the demand for borrowed money manifests itself in an increase in 
the price of credit. In such circumstances, interest rates are bound 
torise. The rise in rates might be temporarily held down by creating 
new bank money to meet borrow ing demands, but this, as I have said, 
would add fuel to inflation and “bring about further increases in 
demands. 

In the end, as prices rose ever faster, interest rates could not be 
held down. In summary, whatever the special features of the cur- 
rent inflation, the important fact is that it is here, and that it has 
created demands for borrowed funds in excess of financial savings, 
even though these have grown appreciably. 

Any attempt to substitute newly created bank money for this 
deficiency in savings can only aggravate the problem and make matters 
worse. 

EFFECTS OF HIGHER INTEREST RATES 


The response to higher interest rates is complex. One result is 
that some would-be borrowers draw on cash balances to finance pro- 
jected expenditures or lenders draw on their balances to lend at the 
higher rates, thus reducing their liquidity and increasing the turn- 
over of the existing money supply. 

In recent years, with the large volume of Federal Government 
securities outstanding, many holders of these securities—both insti- 
tutions and individuals—have liquidated their holdings in order to 
shift funds to other uses. 

This has been an important influence in bringing about the decline 
in bond prices. To the extent that accumulated cash balances or 
other past savings can be used more actively, expenditures remain 
high relative to available resources and prices tend to rise, but the 
reduced financial liquidity eventually exerts restraint on borrowing 
and spending. 

Another result of higher interest costs, together with greater diffi- 
culty in obtaining loans, is that many potential borrowers revise or 
postpone their borrowing plans. To the extent that expenditures are 
revised or deferred, inflationary pressures are reduced. 

The most constructive result is the encouragement of a volume of 
savings and investment that permits continued expansion of produc- 
tive facilities at a rate consistent with growing consumption demands. 
Only in this way can the standard of living for a growing population 
be improved and the value of savings be maintained. 

Such constructive adaptations, 1f made in time at the onset of 
inflationary pressures, need not be large in order to restore balance 
between prospective demands and the resources available to meet them. 

This is particularly true in a country that is as strong and vigorous 
and as dynamic as the American economy. It is essential, however, 
that the adjustment be made. Otherwise prospective expenditures 
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will continue to exceed the resources available and the pressure of 
excess demand will foster an inflationary spiral. 


EXPECTATIONS OF CONTINUING INFLATION 


Once such a spiral is set in motion it has a strong tendency to feed 
upon itself. If prices generally are expected to rise, incentives to 
save and to lend are diminished and incentives to borrow and to spend 
are increased. 

Consumers who would normally be savers are encouraged to post- 
pone saving and, instead, purchase goods of which they are not in 
immediate need. 

Businessmen, likewise, are encouraged to anticipate growth require- 
ments for new plant and equipment. Thus, spending is increased on 
both counts. But, because the economy is already operating at high 
levels, further increases in spending are not matched by correspond- 
ing increases in production. Instead, the increased spending for 
goods and services tends to develop a spiral of mounting prices, 
wages, and costs. 

Unfortunately, during the past year, as price indexes gradually 
rose, some segments of the community apparently became reconciled 
to the prospects of a creeping if not a runaway inflation. 

One of the baneful effects of inflation stems from the expectation 
of inflation. While a price increase, in itself, may cause serious dis- 
locations and inequities, other and more serious effects occur if the 
price rise brings with it an expectation of still other increases. 

Expectations clearly have a great influence on economic and finan- 
cial decisions, much more so, perhaps, than we sometimes realize. In 
fact decisions to spend or to invest too much in a given time are a 
direct cause of inflation. Also, if further inflation is expected, specu- 
lative commitments are encouraged and the pattern of investment and 
other spending—the decisions on what kinds of things to buy—will 
change in a way that threatens balanced growth. 


CREEPING INFLATION 


The unwarranted assumption that creeping inflation is inevitable 
deserves comment. This term has been used by various writers to 
mean a gradual rise in prices which, they suggest, could be held to a 
moderate rate, averaging perhaps 2 percent a year. The idea of 
prices rising 2 percent in a year may not seem too startling—in fact, 
during the past year, average prices have increased by more than 2 
percent—but this concept of creeping inflation implies that a price 
rise of this kind would be expected to continue indefinitely. 

According to those who espouse this view, rising prices would then 
be the normal expectation and the Federal Reserve accordingly would 
no longer strive to keep the value of money stable but would simply 
try to temper the rate of depreciation. Business and investment dec1- 
sions would be made in the light of this ae 

Such a prospect would work incalculable hardship. If monetary 
policy were directed with a view to permitting this kind of inflation— 
even if it were possible to control it so that prices rose no faster than 
2 percent a year—the price level would double every 35 years and 
the value of the dollar would be cut in half each generation. 
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Losses would thus be inflicted upon millions of people, pensioners, 
Government employees, all who have fixed incomes, niilodund people 
who have part of their assets in savings accounts and long-term bonds, 
and other assets of fixed dollar value. The heaviest losers would be 
those unable to protect themselves by escalator clauses or the other 
offsets against prices that were steadily creeping up. 

Moreover, the expectation of inflation would react on the compo- 
sition of savings. A large part of the savings of the country is mobil- 
ized in savings deposits and similar claims that call for some stated 
amount of dollars. If people generally come to feel that inflation 
is inevitable, they will not save in this form unless they are paid a 
much higher interest premium to compensate them for the depre- 
ciation of their saved dollars. 

It is for this reason that it is impossible, in a period of demand in 
excess of savings, to maintain lower interest rates through a policy 
of easy credit. 

The country is experiencing a period of generally high employment 
in which investment outlays remain high, but if fears of inflation cause 
people to spend more of their incomes and save less, the result could 
only be more rapid inflation and still less saving in relation to income. 
Such saving as remained, furthermore, would be less and less in the 
form of loanable funds to finance homes, highways, school construc- 
tion, and other community needs. 


EFFECTS ON PRODUCTIVE ENTERPRISE 


An inflationary psychology also impairs the efficiency of produc- 
tive enterprise—through which our standard of living has made 
unparalleled strides. In countries that have had rapid or runaway 
toladiaeias this process has become so painfully obvious that no doubt 
remained as to what was happening to productivity. In the making 
of decisions on whether or not to increase inventory, or make a capital 
investment, or engage in some other business operation, the question 
of whether the operation would increase the profit from inflation 
became far more important than whether the proposed venture would 
enable the firm to sell more goods or to produce them at lower cost. 
The incentive to strive for efficiency no longer governed business 
decisions. 

The man who suffers the most from this is the consumer. 


PRODUCTIVITY—-KEY TO SUSTAINED PROSPERITY 


Why have real wages in this country risen to the highest levels in 
the world, thus permitting our standard of living to rise corre- 
spondingly ? 

Certainly, it is not just because wages have risen as the cost of living 
has risen. 

Some people seem to think that is the reason for it. The big source 
of increase has been the increasing productivity of our national econ- 
omy. Real incomes have gone up because the total size of the pie, 
out of which everybody receives his share, has grown so magnificently. 

What has enabled the productivity of the American economy to 
achieve the levels that make all this possible? One vital factor has 
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been the striving by so many people, each in his own field, for better 
and more efficient ways of doing things. Equally important has been 
the willingness to set aside a part of current income to provide the 
machines, ‘tools, and other equipment for further progress. Both are 
essential if our standard of living and material welfare are to go on 
advancing. 

EFFECTS OF INFLATION 


Inflation does not simply take something away from one group of 
our population and give it to another group. U niversally, the stand- 
ard of living is hurt, and countless people injured, not only those who 
are dependent on annuities or pensions, or whose savings are in the 
form of bonds or life-insurance contracts. 

The great majority of those who operate their own businesses or 
farms, or own common stocks or real estate, or even those who have 
cost-of-living agreements whereby their wages will be raised, cannot 
escape the effects of speculative influences that accom any inflation 
and impair reliance upon business judgments aa competitive 
efficiency. 

I may say parenthetically here, Mr. Chairman, that in some respects 
inflation is not unlike war in that you mav point out certain war 
profiteers and others that benefit by war but in the long run nobody 
really benefits out of war. The point I am trying to m: ike here is that 
really nobody benefits out of inflation. 

Speculators and slick operators and others may temporarily derive 
benefit, but the common welfare becomes the welfare of = of us, as 
Adam Smith once said, and I question very much whether a case can 
be made that anybody specifically benefits over any period of time out 
of inflation. It has a deleterious effect on all of us. 

Finally, in addition to these economic effects, we should not over- 
look the way that inflation could damage our social and political 
structure. 

Money would no longer serve as a standard of value for long-term 
savings. Consequently, those who would turn out to have savings in 
their old age would tend to be the slick and clever rather than the 
hard working and thrifty. 

Fundamental faith in the fairness of our institutions and our Gov- 
ernment would deteriorate. The underlying strength of our country 
und of our political institutions rests upon faith in the fairness of these 
institutions, in the fact that productive effort and hard work will earn 
an appropriate economic reward. That faith cannot be maintained in 
the face of continuing, chronic inflation. 

There is no validity whatever in the idea that any inflation, once 
accepted, can be ¢ ‘onfined to moderate proportions. Once the assump- 
tion is made that a gradual increase in prices is to be expected, and this 
assumption becomes a part of everybody’s expectations, keeping a ris- 
ing price level under control becomes incomparably more difficult than 
the problem of maintaining stability when that is the clearly expressed 
goal of public policy. 

Creeping inflation is neither a rational nor a realistic alternative to 
stability of the general price level. 
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PEGGING THE MARKET 


It has been suggested, from time to time, that the Federal Reserve 
System could relieve current pressures in money and capital markets 
without, at the same time, contributing to inflationary pressures. 

If such were the case, it would be nice and I am sure we would 
have endeavored to work out something along these lines a long time 
ago. These suggestions usually involve Federal Reserve support of the 
United States Government securities market through one form or an- 
other of pegging operations. There is no way for the Federal Reserve 
System to peg the price of Government bonds at any given level unless 
it stands ready to buy all of the bonds offered to it at that price. 

This process inevitably provides additional funds for the banking 
system, permits the expansion of loans and investments and a com- 
parable increase in the money supply—a process sometimes referred 
to as monetization of the public debt. 

One of my predecessors referred to it as turning the Federal Reserve 
into an engine of inflation. 

Senator Fianpers. I didn’t get that. 

Mr. Marttn. I said one of my predecessors described it as turning 
the Federal Reserve into an engine of inflation. 

The CHatrman. Who was that? 

Mr. Martin. Mr. Eccles. 

The amount of the inflationary force generated by such a policy 
depends to some extent upon the demand pressures in the market at 
the time. It would be dangerously inflationary under conditions that 
prevail today. Inthe present circumstances the Reserve System could 
not peg the Government securities market without, at the same time, 
igniting explosive inflationary fuel. 


DO RISING INTEREST RATES ADD TO INFLATION ? 


We must be clear in viewing these relationships to distinguish 
‘ause from effect and not to confuse them. It is sometimes said that 
rising interest rates, by increasing the costs of doing business, lead to 
higher prices and thus contribute to inflation. 

This view is based upon an inadequate conception of the role of 
interest rates in the economy, and upon a mistaken idea of how interest 
costs compare with total costs. In municipal government budgets, 
it is about 2 percent; in many utilities, it is 3 to 5 percent. Thus, as 
an element of cost, interest rates are relatively small; but as a reflection 
of demand pressures in markets for funds, interest rates are highly 
sensitive. 

As previously explained, rising interest rates result primarily from 
an excess of borrowing demands over the available supply of savings. 
Since these demands are stimulated by inflation, under these circum- 
stances rising interest rates are an effect of inflationary pressures, not 
a cause. 

Any attempt to prevent such a rise by creating new money would 
lead to a much more r apid rise in prices and in costs than would result 
from any likely increase in interest rates. Such an attempt, moreover, 
would not remove the need for a fundamental] adjustment in the rela- 
tion between saving and consumption and would probably fail in its 
purpose of stabilizing interest rates. 





tc 
ec 
Sl 


fi 
di 


Sl 
Sl 


of 
uw 
in 


co 


th 
co 


er 


ne 
th 
in 
me 


fa 


mi 


g 
n- 
ed 


ve 


ng 


cy 

at 
lat 
ild 


ne, 


ish 
rat 
to 


of 
est 
ats, 
as 
ion 
hly 


om 
gs. 
im- 
not 


uld 
sult 
ver, 
ala- 

its 


FINANCIAL CONDITION OF THE UNITED STATES 1269 


I would like to make it clear at this point, Mr. Chairman, as I have 
repeatedly testified, that I do not favor high interest rates. 

I would like to see interest rates as low as it is possible to have 
them without inducing an inflationary process, because I believe you 
will have the greatest formation of capital under those conditions, 
but you have to recognize that interest is a wage to the saver as well 
as a cost to the borrower, and that interest rates, when they ignore 
the inflationary forces are just adding fuel to the fire, although of 
course, they are one of the costs, one of the prices that have to be paid, 
but they are a balancing factor in the economy. 


BASIC FACTORS IN RECENT INFLATIONARY PRESSURES 


A major cause of recent inflationary pressures has been the attempt 
to crowd into this period a volume of investment greater than the 
economy could take without curtailing consumption more than con- 
sumers have been willing to do. 

In fact, there has been some increase in consumption on borrowed 
funds. 

Increases in interest rates naturally come about under such con- 
ditions; they are the economy’s means of protecting itself against 
such excessive bunching of investment or the building up or an un- 
sustainable rate of consumption. 

While the effect of a moderate change in interest rates on the cost 
of goods currently being produced and sold is small and relatively 
unimportant, changes in interest rates do assume importance as a cost 
in the planning of new investment outlays. 

These costs do not affect current operations or add to upward price 
pressures to any substantial extent. 

They do tend to deter the undertaking of new investment projects 
and to keep the amount of investment spending that is being under- 
taken in line with the economy’s ability to produce investment goods. 

To maintain artificially low interest rates under these conditions, 
without introducing any other force to restrain investment, would be 
to invite an unbridled investment boom, inflation, and an inevitable 
collapse later. 

It is necessary to emphasize that there are many influences, other 
than monetary policies and interest rates, that affect the volume of 
consumption, investment, and saving and their relationships. 

Monetary policies operate directly through the volume of bank 
credit and bank-created money. 

The volume of current saving out of income and the uses made of 
new and outstanding savings have a more important bearing upon 
the availability of investment funds than bank credit. 

Interest rates, therefore, are influenced by the relationship between 
investment demands and the availability of savings, independently of 
monetary policies. 

Interference with these relationships through monetary policies, in 
fact, may prevent necessary and healthy adjustments that help to 
maintain equilibrium in economic growth. 


IN A NUTSHELL 


A. An inflationary spiral is always characterized by— 
1. An interaction between rising costs and rising prices; and 
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2. An increase in overall effective demand suflicient to keep the 
spiral going. As prices generally keep rising, a larger and larger 
volume of demand (in dollar terms) is needed to sustain the same 
volume of transactions (in physical terms). 

As long as it persists, therefore, an inflation will always show evi- 
dence of both demand pulls and cost pushes with their relative mani- 
festations shifting as the inflation runs its course. 

B. The tempo of interaction between rising costs and rising prices 
will be speeded up if the situation is char acterized byv— 

1. The release of a previously created overhang of pent-up money 
demand (such as existed when direct controls broke down or were 
relaxed at the end of the war). 

I might just point out there that from the time regulation W was 
taken off, in the course of a year $5 billion more was expended i in that 
area alone. I am not criticizing it, but that is a fact. 

2. The creation in volume of new money demand through excessive 
credit expansion and/or activation of existing cash balances (such as 
happened when war broken out in Korea). 

3. The widespread existence in the economy of escalators which act 
automatically to transfer rising costs or prices into rising prices and 
costs (cost-of-living clauses in collective- -bargaining agr eements, cost- 
plus contracts, ete. ). 

4. The degree to which a speculative psychology backed by effective 
demand per vades business decisions. 

C. The tempo of interaction between costs and prices will also be 
affected by the degree to which administered prices and wage rates 
are prevalent in the economy. ‘These effects are not always in the 
same direction. The net effect of the many and various factors in- 
fluencing administered prices and wages sometimes tend to slow up 
and sometimes to accelerate price movements, depending upon the par- 
ticular circumstances. 

D. Whatever the mix of the above ingredients, an inflation once 
underway will tend to persist as long as the credit necessary to finance 
the rising level of costs and prices is forthe oming. Credit may be sup- 
plied through new bank credit expansion or by activation of already 
existing money. 

E. What its antecedent characteristics, an inflation will tend to 
feed upon itself and be accentuated once the investing and saving pub- 
lic come to think of further inflation as the prospect. 

F. It is the nature of inflation hedges to act as aggravating rather 
than equilibrating factors. 

G. No one suffers more than the little man from the ray ages of in- 
flation. 

H. A monetary authority dedicated to promoting the public wel- 
fare must not relax restraints in the face of continuing inflationary 
pressures, since any efforts to relax merely add to the forces tending 
to keep the inflation in motion. 

Mr. Chairman, I want to conclude this phase of my statement with 
a call for action. 

WHAT MORE CAN BE DONE? 


How, then, may further inflation be restrained? Bluntly, the an- 
swer is to be found in a moderation of spending, both governmental 
and private, until the demands for funds are balanced by savings. 
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This prudence must be coupled with sound fiscal policy, which means 
a larger budget surplus as well as effective monetary policy to restrain 
the growth of bank credit. 

Among the factors influencing saving and consumption are those 
fiscal policies relating to taxes and governmental budgets. These re- 
quire special attention because they are not as responsibe to changes 
in the availability of credit and interest rates as are private activities. 

Untimely fiscal policies can create or aggravate imbalance in the 
economy and thus dilute the effectiveness of monetary policies. On 
the other hand, fiscal measures that help to maintain balance can re- 
duce the degree of restraint that monetary policies might otherwise 
have to exert. 

Experience over the centuries has demonstrated that there is no 
tolerable alternative to adequate fiscal and monetary policies, operat- 
ing in an environment of open, competitive markets under our system 
of human freedoms. 

Neither an economic dictatorship nor complacent acceptance of 
creeping inflation is a rational or tolerable way of life for the Ameri- 
can people. 

There is no panacea, no magical means of assuring orderly economic 
growth, nor are we much more likely in the future than in the past to 
achieve perfect performance in the timing and execution of policy 
and action. 

We have every reason to believe, nevertheless, that we can discern 
and follow the right path. ‘Thus, it is clear that the present situation 
calls both for a larger budgetary surplus than we have had or have in 
prospect, and a continuance of restraint upon creation of new sup- 
plies of money. 

ACTION REQUIRED 


Let us not follow the defeatist path of believing that widespread 
unemployment is the alternative to inflation. 

There is no question that the Federal Government and the American 
people, pulling together, have the power to stabilize the cost of living. 
The only question is, whether there is the will to do so. 

If the will is there, and it is demonstrated convincingly to the Amer- 

can people, the cost of living can be stabilized, interest rates will 
ee, and a sufficient volume of sav ings will be encouraged to provide 
for the economic growth needed in this generation and the next. 

I might say parenthetically here that I am one of those who believe 
we haven't even scratched the surface so far as the potential develop- 
ment and opportunities in this country are concerned. 

This committee and the Congress can contribute greatly to that end 
by declaring resolutely—so that all the world will know—that stabil- 
ization of the cost of living is a primary aim of Federal economic 
policy. 

The goal of price stability, now implicit in the Employment Act, 

an be made explicit by a straightforward declaration and directive to 
all agencies of the Government that antiinflationary actions are to be 
taken promptly whenever the cost of living begins to rise. 

The executive and legislative branches of Government, in conjune- 
tion, can assure adjustment of Federal revenues and expenditures so 
that, i in times when total spending threatens to burst the bounds of 
capacity and drive up the cost of living, the Federal Government will 
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set an example of restraint in outlays and at the same time produce 
a surplus to counter inflationary pressures from any quarter. 

The Congress and the Executive can take steps to assure that free 
and vigorous competition is maintained in all segments of the economy 
as the bedrock of our free-enterprise system. 

The Federal Reserve System, itself a creation of the Congress can— 
and I assure you that it will—make every effort to check excesses in 
the field of money and credit that threaten the cost of living and thus 
undermine sustained prosperity and growth of our economy. 

In all of these ways we can, if we have the will, set the face of the 
Nation so resolutely against inflation as to keep that enemy from our 
gates. 

No greater tragedy, short of war, could befall the free world than to 
have our country surrender to the easy delusion that a little inflation, 
year after year, 1s either inevitable or tolerable. 

For that way lies ultimate economic chaos and incalculable human 
suffering that would undermine faith in the institutions of freemen. 

The Cuatrman. Thank you, Mr. Martin. 

Mr. Martin. I would like at this point, Mr. Chairman, if I could, 
to ask Mr. Wayne, who is the first vice president of the Federal Reserve 
Bank of Richmond, one of the banks that has performed yeoman serv- 
ice in explaining our activities to the public through the years, if he 
would put on as the concluding part of this presentation this morning 
a flannelboard presentation of the structure and organization of the 
system. I would ask him to stop at the end of the structure of the 
system, and I would like if it is agreeable to you to put on first thing 
in the morning a continuation of his show which will take about 45 
minutes, which will give our diagnosis of the situation in a little dif- 
ferent way, but exactly in parallel to what I have put in the printed 
statement that I have here and having completed that, I would then 
open myself to questions and I will go immediately to trying to get 
the answers to these questions that you have given me here, and try 
to get them up here just as quickly as I can. 

The Cuatrman. You have completed your initial statement as I 
understand it. 

Mr. Martrn. I have, sir. 

The Cuatrman. Do you have charts? 

Mr. Martin. Yes, Mr. Wayne, will you take over at this point, sir? 


STATEMENT OF EDWARD WAYNE, FIRST VICE PRESIDENT, 
FEDERAL RESERVE BANK OF RICHMOND 


Mr. Wayne. Mr. Chairman, we would like to place on this flannel- 
board a diagram of structure of the Federal Reserve System to illus- 
trate what Chairman Martin has been saying. 

Certain features of the Federal Reserve System are in sharp con- 
trast to those of foreign central banks. Most notable is the apparent 
determination of the founders of the system that exercise of system 
powers would be based upon a blending of divergent views and experi- 
ence. It has been said that in the determination of policy the plurality 
of origin is an essential aspect of the competition of ideas which marks 
the democratic process. 

Representation on the policymaking groups within the Federal Re- 
serve System reaches into all regions of the country. Balance of 
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power within the System rests with the Board of Governors of the 
Federal Reserve System, but the System organization was so designed 
that we might have a single national credit policy based upon in forma- 
tion drawn from the widest possible practical day-to-day contacts with 
different areas in the national economy. 

The structure of the Federal Reserve System includes more than 
6,400 member banks. Not quite half of the commercial banks in the 
United States belong to the Federal Reserve System, but these banks 
hold about 85 percent of the Nation’s banking resources. The law 
stipulates that these member banks must prov ide the c: ipital for the 
12 Federal Reserve banks. Each member bank may be required to 
subscribe to the capital of its Reserve bank an amount equal to 6 per- 
cent of its capital and surplus, but only half of that amount has been 
paidin. The other 3 percent is subject to call. 

The 12 Federal Reserve banks operate all told 24 branches, and 
with these 36 offices throughout the United States perform many 
public services. Among others providing the currency needed to meet 
seasonal and other demands of the economy, clearing of checks that 
are so essential in the functioning of a highly developed exchange 
economy, making telegraphic transfer of funds for member banks 
and their customers, ‘making appropriate loans to member banks 
temporarily in need of funds, acting as fiscal agent of the United 
States Government in issuing ‘and redeeming Government securities 
and handling the Treasury’s “principal checking accounts and so on. 

Profits are not the object of operation of the Federal Reserve banks 
and their stockholders, the member banks, do not have the usual rights 
of owners . They do elect six of the directors of the Federal Reserve 
banks. Class A’ directors may be and usually are bankers, but 3 of 
the 6 directors elected by member banks may not be bankers. They 
may be neither officers nor directors nor employees of banks, and must 
be actively engaged in commerce, industry, or agriculture in the dis- 
trict which they represent. 

Now the Board of Governors of the Federal Reserve System, as 
you gentlemen know, comprises seven members appointed by ‘the Pres- 
ident with the approval of the Senate. Each member is appointed 
to 14-year terms, and the terms are so staggered that 1 appointment 
expires every 2 years. No 2 members of the Board may come from 
any 1 Federal Reserve district. The Board of Governors appoints 
the remaining 3 directors of the Federal Reserve bank, class C 
directors, and from these directors the Board of Governors desig- 
nates 1 of these class C directors as Chairman and 1 as Deputy 
Chairman. 

These class C directors can be neither oe directors, nor em- 
ployees of banks. In fact they are prohibited by law from being even 
stockholders. These directors together with the 150 plus directors of 
the branches provided an unparalleled source of economic information 
essential to Federal Reserve policy formulation. 

The Board also exercises general supervision over the individual 
Federal Reserve banks. The members of the Board sit as members 
of the open market committee along with five of the presidents of 
the Federal Reserve banks who are elected by the Federal Reserve 
bank directors. As Chairman Martin has pointed out, 4 or these 5 
are on rotation service. 
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The Federal Reserve bank directors also elect the members of the 
Federal Advisory Council, one from each of the districts, usually a 
banker. The Federal Advisory Council advises the Board of Gov- 
ernors on matters of current interest. 

The basic tools of monetary policy are reserved 1 to each of these 
3 groups. The Board of Governors determines the Reserve re- 
quirements of member banks. It also administers selective restric- 
tions, when they are in effect, determines the maximum interest rates 
paid by member banks on time deposits and has many other respon- 
sibilities. 

The open-market committee is responsible for the determination 
of open-market policy. The New York Federal Reserve Bank acts 
as agent for the system in executing the mechanics of open-market 
operations for the obvious reason that the money market is physically 
located in New York City. 

The directors of the 12 Federal Reserve banks establish the discount 

rate subject to review and determination by the Board of Governors 

of the Federal Reserve System. The directors are also responsible 
for the discount policy of the Reserve banks within the provisions of 
regulations issued by the Board of Governors. 

So this, in a diagramm: atic form, is the Federal Reserve System, a 
unique istitution designed by Congress to assist in meeting the credit 
and monetary needs ‘of a large, diversified, and complex economy. 
The power of decision over the 3 basic instruments of monetary policy 
are divided among these 3 bodies. The organization of the System 
was designed to insure that the vitally import: int decisions in the 
field of monetary policy would be made on the basis of maximum 
evidence and informed judgment in the crucible of the conflict of 
views and ideas. 

(The chart referred to follows :) 
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Mr. Wayne. Mr. Chairman, that concludes the brief presentation 
of the structure of the Federal Reserve System through the use of 
visual aids. As Chairman Martin says, with your permission we 
would return to the other portions of our presentation tomorrow. 

The Cuarrman. We have a half hour yet. 

Mr. Martin. I would like to hold it over because it will go too long. 
Then it would go past 1 o’clock and I would like to bring these up 
a little closer too if I could, for the overall presentation, if you 
wouldn’t mind. 

The Cuarman. How long will it take tomorrow to complete it? 

Will you have any further statement ? 

Mr. Martin. No, I won’t have anything further. We can speed 
this up a little bit, but I would like to get that whole presentation in 
if I could. 

The Cuatrman. How long would it take tomorrow ? 

Mr. Martin. Tomorrow we could do it in an hour, I’m sure, and 
then we can take questions. 

The Cuarrman. What is the pleasure of the committee ? 

Senator Fianpers. Mr. Chairman, I hate to stop. I would like to 
keep going and if there is an hour’s presentation tomorrow, why can’t 
we have it now? 

Mr. Martin. I think it would be better for the continuity if we 
could be sure we went through the whole thing, Senator Flanders. 

The Cuarrman. I think the chairman has made his plans and as 
far as I am concerned I would be willing to comply with them. 

Is there any objection ? 

Senator Bennerr. Further, Mr. Chairman, if an orderly and full 
presentation would require a little more than an hour, I would rather 
the time tomorrow than have them feel that they are under pressure 
to crowd it in. 

The Cuarrman. There will be an hour or more for questioning to- 
morrow. Without objection the committee will recess until 10 o’clock 
tomorrow morning. 

(Whereupon, at 11:35 a. m., the hearing was adjourned, to recon- 
vene at 10 a.m., Wednesday, August 14, 1957.) 
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INVESTIGATION OF THE FINANCIAL CONDITION OF 
THE UNITED STATES 


WEDNESDAY, AUGUST 14, 1957 


Untrep Srates SENATE, 
CoMMITTEE ON FINANCE, 
Washington, D. C. 

The committee met, pursuant to recess, at 10:10 a. m., in room 312, 
Senate Office Building, Senator Harry Flood Byrd (chairman) pre- 
siding. 

President: Senators Byrd, Kerr, Long, Smathers, Anderson, Gore, 
Martin, Williams, Flanders, Carlson, Bennett, and Jenner. 

Also present: Winfield Riefler, assistant to the chairman, Board of 
Governors, Federal Reserve System; Woodlief Thomas, economic ad- 
viser, Board of Governors, Federal Reserve System; Edward A. 
Wayne, first vice president, Federal Reserve Bank of Richmond; 
George W. McKinney, Jr., assistant vice president, Federal Reserve 
Bank of Richmond; Robert R. Fentress, assistant cashier, Federal 
Reserve Bank of Richmond, Richmond, Va. 

Elizabeth B. Springer, chief clerk; and Samuel D. MclIlwain, 
special counsel. 

The Cuarrman. The committee will come to order. 


STATEMENT OF WILLIAM McCHESNEY MARTIN, JR., CHAIRMAN, 
BOARD OF GOVERNORS, FEDERAL RESERVE SYSTEM—Resumed 


Mr. Martin. I will turn the floor over to Mr. Wayne, if that is all 
right. 

The Cuarrman. Yes; please identify him for the record. 

Mr. Martin. This is Mr. Edward Wayne, first vice president of the 
Federal Reserve Bank of Richmond. 

Will you identify, Eddie, when you come to it, the two officers you 
want to help you? 

Mr. Wayne. Yes, sir. 

The Cuatrman. All right. You may proceed, sir. 

Mr. Wayne. Mr. Chairman and gentleman, in continuing this pre- 
sentation this morning it is not our purpose here to forecast the future 
of the dollar nor to predict the course of economic events in the 
months that lie ahead. 

We propose merely to recall for you certain basic facts and funda- 
mental economic principles with which the monetary authorities and 
all thinking citizens should be and are vitally concerned. 

An American statesman recently observed that: 


Within a decade this Nation has been thrust into a position of enormous re- 
sponsibility in a highly uncomfortable new world. 
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This is the first basic fact with which we are confronted. 

The free world looks to the United States for security not only ina 
= but in an economic sense, and so the value of the American 

ollar, your money’s worth, has meaning, it seems to us, for peoples 
throughout the whole world, 

a second basic fact is that in the past several decades our econ- 

has undergone a fundamental shift from an economy with a 
def ationary bias to one with a distinctly inflationary bias. 

From the days of the earliest settlers in this country until per- 
haps the early part of this century, one of the prime limiting factors 
in the Nation’s fabulous growth was the inability of the money supply 
to adjust itself to a rapid expansion. 

As the population grew and spread, the country was plagued with 
a series i called money panics. Our money supply simply could 
not adjust itself with sufficient rapidity to meet the growing needs 
of the economy. 

As all of you gentlemen know, one of the stated objectives of the 
Federal Reserve Act was to achieve an elastic currency. Our prob- 
lem in recent years has been too much money rather than too little 
money most of the time. 

In the past couple of decades we have also accelerated this shift 
to an inflationary bias in our economy by certain measures which 
have gained wide acceptance, and many of which have been written 
into the laws of the land. 

In addition to antideflation curbs which have been built into our 
economy, the Congress has declared it to be the established policy of 
this Nation to exercise the powers of Government to achieve and 
maintain employment and production at maximum sustainable levels. 

In other words, we are now confronted and must deal with a 
changed and changing situation. As the economists would say, we 
have a new “frame of reference.” 

The third basic fact is that in the past several years this inflationary 
bias has been intensified by the pressures of World War II, by the 
Korean conflict, and other developments, with the result that your 
money’s worth, our money’s worth, has been under severe attack. 

The ensuing inflation has cut the value of our dollar almost in half, 
in_ terms of pre-World War IT levels—it is now a 49-cent dollar. 

With your permission, in making this presentation we would like 
to adopt medical terminology. It seems to convey the idea satisfac 
torily. 

If you would assume with us that the patient we are examining 
is the economy of the U nited States of America, we would like to 
explore the nature of the virus that infects the bloodstream of our 
economy, and list the prescriptions available in our Nation’s medicine 
chest. 

Mr. Robert Fentress, assistant cashier of the Federal Reserve Bank 
of Richmond, and Mr. George McKinney, assistant vice president of 
the Federal Reserve Bank of Richmond, will assist in this presenta- 
tion. 

Mr. Fentress will undertake to, again continuing the use of medical 
terminology, diagnose the patient’s illness; and Mr. McKinney will 
undertake to outline the treatments which are available to us. 

Then I shall return to summarize and answer any questions you 
may wish to present concerning the presentation. 
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This gentleman is Mr. McKinney; and this is Mr. Fentress. 

Mr. Fentress? 

Mr. Fentress. Much we will say this morning will be couched in 
terms of inflation. This is not necessarily because of the short-run 
outlook, but rather, we do it for three reasons: 

First of all, someone has said that today was born yesterday. If 
we are to understand where we are now, we must look at the road we 
traveled to get here. 

Second, in the interest of conserving time, we shall treat only one 
side of the picture. Deflation is essentially the reverse of inflation. 
As we proceed, we shall see that the causes are but the opposite of 
each other; even the remedies are essenially the same medicine applied 
in reverse. 

The third reason is that, no matter what the short-run outlook, we 
are convinced that the long-run outlook is definitely for more infla- 
tionary pressures. 

Well, just what has the patient’s history shown? Let’s look at in- 
flation’s fever chart. It is a little hard to realize, but for the period 
since the Japanese surrender in 1945, prices consumers pay have risen 
55 percent. 

Let me say here, however, that rising prices are no more the cause 
of inflation than rising fever is the cause of a patient’s illness. Both 
are but manifestations of the disorder, but both are pretty good meas- 
ures of the extent of the disorder. 

Well, let us see just what has been taking place in this postwar 

eriod. 
, In August of 1945, the Bureau of Labor Statistics’ index of con- 
sumer prices stood at 78, based on the 1947-49 average as 100. In 
the succeeding 10 months, business was busy converting to peacetime 
production. Most wartime controls were still in effect, and the index 
climbed only a couple of points. 

Then what happened? Well, in June of 1946 most direct controls 
were lifted. The lids were off. Rationing was abandoned. Most 
controls over prices and wages were lifted. It was then that we got 
immediate proof that controls do not prevent inflation. They merely 
dam up, postpone the demand. 

When the floodgates are again opened, this pent-up demand bursts 
on the market with the effect of a tidal wave. Consumers pour into 
the market seeking consumer goods. Business pours into the market 
seeking larger plants, new equipment, and to expand inventories, and 
prices are forced higher and higher. 

Well, the inevitable happened. Prices spiraled. The index reached 
105 as of August 1948. That was a 25-point rise in just 26 months. 

By then, much of this overhanging consumer demand had been 
satisfied. Certain fiscal and monetary actions were taking effect. In- 
ventory accumulation had about run its course. In fact, many busi- 
nesses found themselves in oversupply, and the pipelines were full. 

A short time later, a mild si-cdtied inventory recession got under 
way, and continued through 1949, with the index sliding to 100 as of 
February 1950. 

In the first half of 1950, strong upward pressure was again evident. 
In spite of decreased Federal spending and a substantial rise in pro- 
duction, the index climbed another point or two; and then, Korea. 
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On top of this high level of business activity, we superimposed a 
huge war and military-aid budget. With plants already going full 
blast, with labor scarce, with consumers mindful of the shortages of 
the recent war and possessed of abundant disposable income and liquid 
savings, another buying wave was on and prices spiraled once again. 

Then, in the spring of 1951, the Federal Reserve and the Treasury 
reached their now famous “accord.” 

Basically, this involved an agreement to permit market forces to 
determine the prices of Government securities, and permitted much 
more effective use of the tools of monetary policy in combating infla- 
tionary pressures. 

In addition, other monetary and fiscal measures were taken: “Scare 
buying” subsided somewhat. The balanced inventory position 
blunted the edge of consumer buying, and higher prices themselves 
brought buyer resistance. 

These and other factors induced a lull in the feverish rise of con- 
sumer prices, and the index leveled out in March and April of 1951 
at about 110. Then the Nation entered upon the most sustained 
period of price stability in its history. 

During the next 5 years, the index climbed only 5 points, a con- 
trast of a point a month in the earlier period with a point a year in 
this period. 

In the spring of 1956, however, consumer prices started to rise 
again, and today our index stands at 120. 

Of course, a rise in prices is just another way of saying that the 
dollar has depreciated in terms of purchasing power in some base 
period. 

Since our chart is based on the 1947-49 average as 100, an index num- 
ber of 120 today means that, in terms of prices then, a dollar today is 
worth only 83 cents. However, in terms of prewar purchasing power, 
say 1939, a dollar today is worth only 49 cents. 

Of course, the real question that all this poses is: How is our fever 
chart going to read 6 months or a year from now? Will we be able 
to regain this substantially sidewise movement which we had during 
this period? Will deflation bring about a serious downturn, or will 
persistent inflationary forces push our fever chart even higher ? 

(The chart referred to follows :) 
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These are the questions, important questions, for every thinking 
citizen. But they are of particular significance for the monetary au- 
thorities who are charged with endeavoring to attain and maintain 
economic stability. 

Monetary authorities are concerned primarily with the cost and- 
availability of money as a means of influencing the spending stream, 
attempting to moderate swings in our economy by indirection, by in- 
fluencing the economic climate, and leaving to individuals the freedom 
of choice as to specifics. 

The objectives, of course, are to create easy money conditions when 
business is depressed, and to restrain the growth in the money supply 
in boom time. 

Inflation creates such an aura of prosperity and works to undermine 
our Nation’s economy in such inaidlioas ways that confusion is bound 
to result whenever we look only at the effects of inflation. 

Inflation is so persistent and insidious, it presents one of the chief 
threats to the defense of the dollar and our way of life, and for that 
reason I think we should look closely at the nature of the disease and 
its spread. Perhaps we should first begin by defining our terms. 

e have adopted a fairly simple, nevertheless sound, definition of 
inflation: “Inflation is a flow ws endings in excess of the flow of 
goods and services.” Conversely, “Deflation is a flow of spendings too 
small to support the flow of goods and services.” 

I find it easier to understand this concept of a flow of spending sup- 
porting a flow of goods and services if I remember that one man’s ex- 
pense 1s another’s income. 

Let us assume that this factory is representative of any and all in- 
dustry, and that this machine operator represents not only the factory’s 
labor costs but all other costs as well. What is expense to the factory 
is income to the worker and raw materials eo pore 

In turn, the worker’s expenses, his suit of clothes from the mer- 
chant, for example, become income to the retailer and others from 
whom he buys. 

The retailer then pays his clerk, replenishes inventory, with his ex- 
pense becoming income to those from whom he purchases things. 

So here we have the flow of spending carrying with it the flow of 
goods and services. If there is no change in the flow of spending, and 
no change in the flow of goods and services, there can be no pressure 


on prices. 
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It is an economic truism that income can never exceed spending. 
Only that which is spent can become income. 

On the other hand, spending may be either more or less than current 
income. We can spend more than current income by withdrawing 
savings, the spending of yesterday’s income today, or by borrowing, 
the spending of tomorrow’s income today. 

We can spend less than current income by saving a part of it or by 
repaying debt. 

What is true of the individual is equally as true of business and 
industry. 

ameriaied derives its income primarily from taxes. It can levy 
these taxes at any point in this spending stream. Normally, the tax- 
ing in and of itself is deflationary ; it draws dollars from the spending 
stream. 

On the other hand, expenditures by Government pour dollars into 
the spending stream. 

Let us emphasize that these two processes, taxing and spending, are 
distinct and separate. 

Now, just as in the case of individuals and business, Government can 
spend less than it takes in in taxes, running a surplus and retiring debt, 
as it did in the first few postwar years. 

On the other hand, Government can spend more than it takes in 
in taxes. Of course, this spending in excess of taxes, this deficit 
financing, puts pressure on prices. 

In a period of mobilization, military buildup, and extensive foreign 
aid, such as we have had during much of this period, not only does 
this excess spending add to the spending stream, but the diversion 
of strategic and scarce materials into the production of defense mate- 
rial tends to limit the flow of goods available for consumers. 

The result is we have twin pressures on prices—more dollars chas- 
ing fewer goods. 

To the extent that this excess spending can be siphoned off into 
savings, the purchase of defense bonds, for example, the pressure on 

rices is relieved. That is why we say that bond purchases, defense 

ond purchases, are such effective anti-inflation medicine. I would 
like now to convert this spending flow into dollars and cents figures 
for the postwar period. 
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Spendings of consumers, business, and Government make up om 
total spending flow. By tracing their movements relative to the flow 
of goods and services, you get a much clearer picture of the nature and 
extent of our postwar inflation. 

By looking ahead to probable future spendings of these components, 
relative to prospective changes in output, we can make a reasonable 
stab at predicting the course of the patient’s illness in the months that 
lie ahead. 

Let us first take a close look at the first few postwar years. 

Our patient’s fever was mounting rapidly from year-end 1945 
through the first quarter of 1951. During this period of roughly 
514 years, spending of consumers went up from an annual rate of 
$128 billion to an annual rate of $210 billion. 

Business spending for investment went up from $14 billion per 
year to $57 billion per year. 

Government spending at the year-end 1945 was at the rate of $55 
billion a year, including $49 billion for national security. Thereafter, 
Government spending fell as low as $27 billion or $28 billion. But by 
the first quarter of 1951, it had risen again and totaled $52 billion, 
including $27 billion for defense. 

Total spending had risen from $197 billion to $319 billion, up 
$122 billion. 

Now, in physical terms, that is, in dollars of 1945 purchasing power, 
we were able to increase our flow of goods and services in this same 
period from an annual rate of $197 billion to an annual rate of $228 
billion. That is a substantial 16-percent increase in our Nation’s 
production during this period of 514 years. 

Now, of this $122 billion increase in spending, $31 billion was 
balanced off by increased purchases of goods and services, leaving $91 
billion which spilled directly into prices, and the Consumer Price In- 
dex went up from 78 to 110, as we have seen on the fever chart. 
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Now, that is inflation—a flow of spending which increases faster 
than the flow of goods and services. The excess spending inevitably 
spills over into prices. There is just no other place for it to go. 

Well, we have to look now at what enables this increase in spending 
to take place. Of course, I am talking about the money supply and 
the turnover of money. I would like to make just a couple OF points 
here: 

First, this money supply includes deposit money as well as cur- 
eee You can spend by check perhaps even more readily than with 
cash. 

Second, the most common way in which the money supply is 
increased is through the making of loans by banks or the purchase 
of securities by banks. 

To illustrate this bank creation of money, let us look at what 
happens when a bank makes me a loan. 

Normally, the proceeds of this loan would be credited to my check- 
ing account. This now means that I have more money which I can 
spend as I see fit. 

But does anyone else have any less money? No. There has been 
a creation of deposit money which did not previously exist, and this 
country’s money supply has been increased in exactly the same amount. 

Money is created in just the same way when Government bonds are 
sold to our banks. From year-end 1945 through the first quarter of 
1951, our money supply rose from $102 billion to $113 billion. 

But that was not all of it. We were also spending our money 
faster. 

That $10 bill which we got yesterday and spent again today is 
going to be turned over many times during the year. It would be 
almost impossible to measure the number of times it is turned over. 
But we can measure the turnover of checking accounts, and they are 
money, too. 

At year-end 1945, the turnover of checking accounts at 338 centers 
in the country was at a rate of 14 times per year. That means simply 
this: For every hundred dollars average balance which I might have 
in my checking account at year-end 1945, I was writing, at an annual 
rate, $1,400 worth of checks. 

By the first quarter of 1951, instead of $1,400 worth of checks, I 
was writing checks at an annual rate of $1,900 for every hundred 
dollars average balance in my checking account. 

Now, these are the factors which permitted the growth in spending. 
The swollen spending stream relative to the flow of goods and services 
is the inflation. The inevitable result is a rise in prices. 

Now let us look at another period of just about the same length, 
the 614 years since the first quarter of 1951. 
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During this period, each of these components of spending for output 
increased once again. These permissive factors went up. The money 
supply, $113 billion in 1951, is now $138 billion. 

e still have been spending our money faster. The turnover of 
checking accounts today is 23 times a year. 

Each of these components of spending for output has increased sub- 
stantially. Consumer spending is up from $210 billion fo $278 billion. 

Business spending for investment is now at $69 billion, while Gov- 
ernment spending has gone up to $87 billion per year. Total spending 
is up from $319 billion to $434 billion. 

But in this period, we were able to hold our flow of spending to a 
more reasonable relationship to the flow of goods and services. This 
time our physical output went up from $319 billion to $386 billion. 

That is about a 21-percent increase in our flow of goods and services 
in 64%4 years, despite the fact the flow of spending was not increasing 
quite so rapidly during this period. 

Of this S115 billion increase in spending, $67 billion was balanced 
off by increased flows of goods and services, leaving only $48 billion 
to spill over into prices; and the consumer price index climbed only 
10 points. 

s we saw from the fever chart, 5 of these 10 points have been since 
the spring of 1951—— 
Senator Bennett. 1956. 
Mr. Fentress. 1956, excuse me. 





(The chart referred to follows:) 
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Mr. Fentress. Whatever the future holds for our patient, the chills 
and fever he faces from time to time arise from a common cause: A flow 
of spending either too large or too small to support the flow of goods 
and services which this Nation’s productive capacity can turn out. 

With this, we have completed our diagnosis of the patient’s illness, 

Now George McKinney will list the prescriptions available to treat 
the illness. 

The Cuarmman. Thank you very much, Mr. Fentress. 

Mr. McKinney. Let us now take a look at our Nation’s medicine 
chest and see what prescriptions are available to treat this malady of 
instability in our economy. What are our prescriptions for stability ? 

Logically, the most desirable treatments are going to fall under the 
heading of nature’s remedies. Most frequently mentioned as an anti- 
inflation cure is increased production. 

But increased production carries with it a certain amount of spend- 
ing arising out of the payments for the goods and services, so that it 
also adds to the spending stream and you do not necessarily come out 
ahead on that. 

We did have, as Mr. Fentress pointed out, a 16-percent increase in 
51%, years immediately after the end of the Second World War, but it 
was not enough to match the rise in our spending. 

The real contribution in this area is from increased productivity, in- 
creased output per every man-hour worked. This increased produc- 
tive capacity is pretty generally brought about by business investment, 
bigger and beter plants and equipment, better tools to work with. 

At the time that business 1s spending for the acquisition of new 
plant and equipment, it is pouring additional dollars into the spend- 
ing stream and actually intensifying the inflation process. 

ut once the additional productive capacity becomes available, the 
larger flow of goods and services materially serves to offset the excess 
spendings that are bidding up prices. 

During the postwar period, we had some unusual increases in pro- 
ductivity. At times it has been more than double the 2 or 3 percent 
traditional annual increase. 

The second of nature’s remedies is increased savings. By “saving,” 
I mean the negative act, not spending. We save, as Mr. Fentress 
pointed out, when we build up our liquid assets. We also save by 
repayment of debt. 

Any dollar that we save pulls out of this spending stream one dollar 
which does not continue to go around bidding up prices. 

Increased peng also contributes to the long-run solution of the 
inflation problem by making available true savings which can be used 
to build up the capital steak of our country. That, of course, would 
increase tomorrow’s productivity and offset some of that flow of spend- 
ing when the productive capacity becomes available. 

This particular medicine can be too effective. Back in 1933, we 
were saving every dollar we could get our hands on, and we saved so 
much that it shrunk this spending stream to a point where it could 
not support our maximum sustainable flow of goods and services, and 
a substantial portion of our Nation’s resources were wasted in idleness. 

But saving has been very effective in a more helpful way in the 

ast 6 years. Following the accord between the Treasury and the 
Federal Reserve in the spring of 1951, consumers substantially in- 
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creased their rate of saving, principally because they cut down on the 
amount of dissaving that they were doing. 

The net rate of saving in the spring of 1951, the first quarter, was 
about 314 cents out of every isto of income available after taxes. 
By the fourth quarter of 1951, that rate had gone up to 9 cents out of 
a dollar of income. 

Since then, it has fluctuated. Now it is more than 7 cents we are 
saving out of a dollar of income after taxes, more than twice the rate 
of saving when this fever chart was shooting up so rapidly. 

Saving was one of the very effective factors contributing to the 
leveling off of the price index. 

If nature’s remedies prove inadequate to solve the problem of infla- 
tion, what is our next logical step? It is the use of preventive 
medicines. 

These preventive medicines fall under the heading of fiscal policy 
and monetary policy. 

Fiscal policy relates to any action of government in the field of 
taxing, spending, and the management of the public debt. That, of 
course, includes Federal, State, and local government. 

We usually think in terms of the Federal Government, for a couple 
of reasons: One is that two-thirds of this $87 billion total is Federal 
Government spending for goods and services; and secondly, the Fed- 
eral Government is concerned with the effects on the spending stream 
of their taxing and spending activities. 

Reduced spending is a very effective anti-inflation medicine. To 
the extent that you can cut down on the number of dollars that Gov- 
ernment pours into this spending stream, a contribution is made 
toward solving the problem of inflation. 

Increased taxes are, within limits, directly deflationary. Of course, 
too high tax rates can have adverse effects by substantially diminish- 
ing the incentive to produce, but basically, taxation pulls dollars from 
this spending stream, thereby serving to reduce it and countering in- 
flationary pressures. 

The third fiscal policy medicine: debt management. The manage- 
ment of the public debt, tailoring it so that it fits conditions in the 
economy at the time, plays a very important role in the treatment of 
the virus of inflation. To the extent that our national debt can be 
placed in the hands of nonbank investors, we avoid creation of new 
money. 

The most important medicines of monetary policy fall under the 
heading of general treatments, general restrictions. These treatments 
mark out the bounds of play. 

This illustration is supposed to be a football field. This marks out 
= bounds of play, but does not restrict the actions of the individual 
players. 

The indirect influence of these general treatments is brought to bear 
through member-bank reserves. These member-bank reserves are the 
key to the money-creating process, and the key to the way in which 
banks are able to create money. By affecting the access of banks to 
reserves, these general monetary medicines influence the cost and avail- 
ability of money, which in turn exert an influence on this spending 
stream. 


93633—57—pt. 36 
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This influence is in no way punitive. No individual is told what he 
can or cannot do. Rather, it seeks to help bring about a flow of spend- 
ing just adequate to support our maximum sustainable flow of goods 
and services so that there is no excess spending to be wasted in price 
increases, on the one hand, and, on the other hand, there is no wastage 
of our Nation’s resources in idleness. 

These influences are applied in three ways: 

First, reserve requirements. The laws of the Federal Government 
and of the several States prescribe certain reserves which must be 
maintained by the banking system. These requirements determine the 
extent to which banks have access to these reserves, and determine the 
extent to which banks can create money on the basis of a given volume 
of reserves. 

Actually, it is these excess reserves, reserves in excess of require- 
ments, which are the focal point of these monetary medicines. 

The Federal Reserve System, whose member banks hold 85 percent 
of the banking resources of this country, can vary these reserve re- 
quirements, increasing them or decreasing reserve requirements within 
limits prescribed by law. 

Increasing them has a double-barreled anti-inflationary effect. 
Here is how that works. 

Under current conditions, $1 of reserves will support about $6 of 
deposit money. Banks usually carry some excess reserves. An in- 
crease in reserve requirements will serve to wipe out some of these ex- 
cess reserves by making them required reserves. 

Secondly, an increase in reserve requirements cuts down on the ex- 
pansion potential of new reserves. Whereas the banking system now 
can create $6 deposit money if it is supplied with $1 of new reserves, 
if reserve requirements were increased from one-sixth of deposits to, 
say, one-fifth of deposits, then $1 of new reserves would permit the 
creation of only $5 of new deposit money. 

This is a very effective medicine, but changes in reserve require- 
ments are drastic treatments. Their impact often is greatest in those 
sections of the country which are least able to adjust to the change. 
Such indiscriminate and blunt treatments must be used with extreme 
caution. 

Then a second medicine: Banks can borrow reserves which increases 
their excess reserves and increases their lending power accordingly. 

The rediscount rate, then, is our second medicine, the cost to banks 
of borrowing those reserves from the Federal Reserve System. To 
the extent that a higher rediscount rate discourages member bank 
borrowing, it also discourages this creation of excess reserves, because 
borrowings from the Federal Reserve System are reserves. 

Even when banks are not borrowing extensively, an increase in the 
rediscount rate has a psychological effect, in that it is usually inter- 
preted as a caution signal. 
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Banks generally are reluctant to borrow, and they are quick to 
repay when they do borrow. Therefore, when the need to borrow 
becomes widespread across the country, the rediscount rate acts as a 
flexible drag on further creation of new money. 

This medicine, the rediscount rate, works very closely with open- 
market operations which increase or decrease the needs of banks to 
borrow. 

Under current conditions, open-market operations, the third mone- 
tary medicine, are our most obedions monetary medicine, and because 
of that fact I would like to trace briefly, if I could, how open-market 
operations have their effect. 

If you will pardon me, I will not stick strictly to the way that this 
occurs literally, but this is more diagrammatic. 

Let us assume that institutional investors are dumping large quan- 
tities of bonds on the market. Now, this will create a downward 
pressure on prices. But this pressure on prices is perfectly normal. 

t happens continually in any free market when selling pressures 
build up. 

If those bonds are purchased by nonbank investors, let us say by the 
individual’s group, A oe the immediate effect is a transfer of existing 
money between two groups. ‘The check given in payment for the 
bonds is deposited in the bank, increasing the deposit account of the 
seller. Then it is charged against the checking account of the buyer, 
reducing his checking account accordingly, and the only thing that 
happens is a transfer of assets between groups, and a transfer of money 
between groups. 

But if commercial banks pick up these bonds, then again the check 
given in payment for the bonds increases the deposit account of the 
seller, but there is no corresponding reduction in deposits. There is, 
rather, a 1-for-1 expansion of the money supply. 

So banks create money when they purchase bonds from outside the 
banking system. 

If the Federal Reserve System enters the picture and purchases 
these bonds, again, in effect, we give a check in payment for them; 
that check will increase the deposit account of the seller. The bank 
which receives that check will then present it to the Federal Reserve 
System for collection, and collection is effected by crediting the 
reserve account of that member bank—a creation of bank reserves 
which did not previously exist. 

So the Federal Reserve System by purchasing securities in the open 
market can create bank reserves. 

Similarly, by the sale of securities, we can destroy bank reserves. 
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These three medicines—the reserve requirements, which may be 
increased or decreased; the discount rate, which may affect member- 
bank borrowing; and the purchases and sales of securities in the open 
market—these three medicines can be used separately or in combi- 
nation. 

In addition to these general restrictions of monetary medicines, I 
would like to mention one more. 

In recent years, at the direction of the Congress, the Federal Reserve 
System has made use of selective medicines, selective restrictions that 
are designed to limit expansion of particular kinds of credit. 

These have included controls over stock margins, consumer credit, 
real-estate credit. Only the authority over stock margins is still in 
effect. 

There remains one further category of treatments available in our 
Nation’s medicine chest. In the case of an emergency, such as a full- 
scale war, we may have a need to resort to the straitjacket of direct 
controls, or we may place our patient in this straitjacket even though 
he shows no signs of becoming violent. 

Controls—holding the lid on prices, holding down wages, doling out 
and rationing allocations of materials—these controls can be made 
to work, particularly under the stimulus of patriotic motives, as in 
wartime. 

However, to the extent that direct controls are effective, they are 
very apt to substantially diminish the incentive to produce, and may 
actually intensify the inflationary problem by cutting back on pro- 
duction. 

Further, to the extent that these direct controls are effective, the 
day-to-day devisions are taken out of the hands of the 171 million 
Americans and are placed in the hands of some central planning 
authority. 

In any event, direct controls serve to conceal and defer and not to 
cure inflationary pressures. 

Well, with this, we have completed the inventory of our anti- 
inflation prescriptions. 

The chart referred to follows: 
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We also have here on the board a diagnosis of the patient’s illness 
in the last 1114 years. Mr. Wayne will summarize our discussion. 

Mr. Wayne. Mr. Chairman and gentlemen, in this particular pre- 
sentation we have used this morning, I would like to say a word about 
its origin. This presentation was designed essentially for use before 
business groups and students, who are from time to time visitors at 
the Reserve bank or who ask us to provide an illustrated discussion 
of monetary theory and instruments. 

It was not designed for presentation to the Senate of the United 
States, nor have we changed its presentation materially. We have 
shortened 1 or 2 phases of the presentation in the interest of saving 
time. 

We have tried in the presentation to indicate our concept of the 
problem with which monetary policies deal. We tried to indicate that, 
as we see the situation, all of the instruments of monetary policy are 
dealing with a set of relative conditions rather than absolute condi- 
tions; that this stream of spending is a changing stream, the growth 
of which is essential to the expanding economy which is the objective 
of all of us. 

But the problem arises when there are distortions that enter into 
it and when imbalance creeps into the two sides of this equation. 
These monetary instruments are balancing instruments in part, and 
active instruments in part. 

It is not the purpose of our presentation to discuss the use of the 
instruments in the recent past at all, but rather, to outline them, to 
outline the problem, and on yesterday to put before you in diagram- 
matic form the structure of the Federal Reserve System. 

If you wish, Mr. Chairman, I can quickly place that structure on 
the board so that you can see it. Maybe you could not see it back there 
yesterday. 

The Federal Reserve System includes the 6,400 member banks who 
by statute provide the capital for the 12 Federal Reserve banks and 
their 24 branches. 

The directors of the Reserve banks, of which there are 9 in each of 
the 12 Reserve banks, are elected, 6 by the member banks, 3 of whom 
traditionally are bankers, 3 of whom by statute may not be bankers. 

The coordinating body at the center of the System is the Board of 
Governors, and that is the body which appoints the remaining 3 of 
the 9 directors at each of the Reserve mails and from these 3 desig- 
nates a Chairman and Deputy Chairman. 

Members of the Board of Governors sit as members of the Open 
Market Committee along with 5 representatives from the 12 presidents 
of the Reserve banks, who are elected by these directors. 

The Board of Governors supervises the Federal Reserve banks, 
exercises general supervision over them. 

These directors of the Reserve banks elect the members of the Fed- 
eral Advisory Council, 1 from each of the 12 districts. 

The instruments of the System are divided, their statutory respon- 
sibility, between these three groups, the Board of Governors having 
within its sole jurisdiction authority over reserve requirements; the 
Open Market Gommitnittee, a merger of the two, having within its 
jurisdiction the direction of open-market operations; and the direc- 
tors of the Reserve banks fixing the rediscount rates, subject to review 
and determination by the Board of Governors. 
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That, Mr. Chairman, is our presentation. Thank you. 

The Cuatrman. I want to thank the Richmond group for this 
splendid presentation. I’m very proud of them. 

Senator Kerr desires to defer his questioning, and I desire to defer 
mine. 

The Chair recognizes Senator Martin. 

Senator Martin. Mr. Chairman, again I want to congratulate you 
upon the fine manner in which you are conducting these hearings. 

Also, I would like to express my appreciation for the very excellent 
and comprehensive questions which you submitted to Mr. Martin to 
be answered later. 

Next, I want to congratulate you, Mr. Martin, on the splendid state- 
ment you made yesterday. It was most informative. I feel that it 
provides a solid foundation for further inquiry into the many phases 
of the inflationary problem. 

The committee and the Nation have been most fortunate in having 
the benefit of the testimony of the Honorable George M. Humphrey, 
former Secretary of the Treasury, and the Honorable W. Randolph 
Burgess, the Under Secretary. Both are men of outstanding ability, 
and have a thorough understanding of governmental financing. 

One of the most encouraging developments has been the interest 
shown by Members of Congress, the press, and the general public, in 
the financial situation confronting them. 

Many of the problems we face today grow out of the vast expansion 
that has taken place in the United States in the last half century. 
No nation in all history has experienced so great an expansion in a 
similar period of time. 

We have the most extensive transportation system ever conceived. 
Our methods of communication have improved far beyond anything 
thought possible a half century ago. We have many industries and 
plants located in widely separated parts of the country; many indus- 
tries and plants in distant parts of the world. 

All are brought close together by the modern systems of transporta- 
tion and communication. 

We have the greatest prosperity ever enjoyed by this or any other 
nation, with our people sleseah fully employed. 

Current income is at an alltime high, and spending has been aug- 
mented by borrowing in every field. Public and private debt have 
grown at a rate never before witnessed in this or any other country, 
reaching record totals with each passing month. 

The cost of Government has reached unprecedented heights. The 
demands for credit are pressing harder and harder on the available 
su ply of funds, finding expression in increased interest rates. 

ow, Mr. Martin, I would like to ask you a few questions. Some 
of them you gave answers to yesterday, but I feel they are of such 
great importance that it will be necessary to repeat them from time 
to time. 

Mr. Chairman and members of the committee, I have been very much 
encouraged by the interest that the people of the United States are 
taking in this hearing. I think all of them have a better understand- 
ing of the monetary situation and what fiscal policies mean than we 
have ever had before. 
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These first questions, you gave very good answers to yesterday ; but, 
again, I think they are so important that they must be repeated, maybe 
many times. 

What are the purposes of the Federal Reserve System as expressed 
in the Federal Reserve Act ? 

Mr. Martin. Well, the purpose, Senator, is to produce a monetary 
climate which will be conducive to growth in the economy, and to 
stable prices and to the well-being of all of us. 

Those are the purposes and “the objectives which the System is 
directing its efforts to at all times. 

I stated it here in my prepared statement— 
to promote monetary and credit conditions which will foster sustained economic 
growth, together with stability in the value of the dollar. 

And I emphasized there that we have to translate those into human 
terms, which are job opportunities, employment, and at the same time 
recognize that the savings of people, the money that they have pre- 
served out of their thrift and industry, has to be safeguarded, also, 
because that is their nest egg. 

And that applies to older people, people who cannot any longer enter 
actively into any business activities, and we must recognize the two 
purposes are inseparable in that sense; and we have to recognize that, 
particularly now that we have social security and pension ‘funds and 
others, there is a twofold obligation here both to provide job oppor- 
tunities and to preserve the purchasing power of the dollar. 

Senator Martin. In the United St: ates, we pass an act of the Con- 
gress, and then as we go along we frequently interpret it in various 
ways. 

I would like to ask you, regarding the purposes of the Federal 
Reserve System as expressed or implied in other sources, what they 
are. 

Mr. Martin. Well, the most important additional piece of legisla- 
tion, I would say, is the E mployment Act of 1946, and I subscribe ‘fully 
to the objectives of the Employment Act. 

The preamble is stated for us here in the questions the chairman has 
given us to answer, and it seems to me that all the efforts of the Govern- 
ment should be directed toward achieving, as it says in that statement, 
maximum production, maximum employment, and maximum purchas- 
ing power . 

enator Martin. I think we all are in agreement with that. But I 
will come back to that, because I think that is a very important thing 
that all of us have an understanding of it. 

Mr. Martin. Right. 

Senator Martin. What are the principal powers or functions of the 
Federal Reserve System as expressed in the statute ? 

You have covered that to some extent, but I think that is worth 
repeating. 

Mr. Martin. Well, I have listed here the ones that seemed to me to 
cover the entire act. We, of course, have to exercise continuous 
supervision over the Federal Reserve banks. That is a full-time job 
for the Board of Governors here in Washington. 

We have to fix, within statutory limits, the reserves which the 
member banks are required to maintain against their deposit liabilities. 
The Congress has given us limits upon that. 
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It is 13 to 26 percent in the case of central Reserve city banks, 10 to 
20 percent in the case of Reserve city banks, and 7 to 14 percent in the 
case of country banks. Those geographical divisions were given us 
in the Federal Reserve Act. Some of us feel those divisions are no 
longer particularly important, but in terms of monetary policy we 
have been able to adjust within them. 

We also have to review and determine the discount rates which are 
established biweekly at each Federal Reserve bank subject to our 
approval, and we have to consider those and determine whether, in 
our judgment, the recommendations of the local banks are in accord 
with national interests and our national policy. 

Then we participate, as shown in the outline, with five of the pres- 
idents of the Reserve banks, in the Open Market Committee, to deter- 
mine the purchases and sales of securities that we feel ought to be 
made at a given time, it being clear, of course, that purchases of 
securities add money to the market, and sales of securities take money 
out of the market. 

Also, I ought to make clear there that we do not have unlimited 
authority for the creation of money, because the Congress has given 
us a limitation there. 

The base of our currency is gold, and the Congress has stated to us 
that our liabilities for the Federal Reserve notes which are issued, 
and for our deposits including the deposits which the member banks 
keep with the Reserve banks, which constitute their reserves, must 
never exceed four times our holding of gold certificates. 

In other words, there is a limit there. Our ratio must always be 
watched, our ratio at the present time being approximately 47 percent. 

Senator Martin. As a matter of fact, the matter of currency is a 
congressional responsibility 

Mr. Martin. That is right. 

Senator Martry. Which is placed there in the Constitution, and 
personally, I doubt whether Congress has the right to delegate any 
of its responsibilities. 

What are the principal methods or means by which you exercise the 
powers in the Federal Reserve Act ? 

Mr. Martin. Well, we do it through the reserve requirements under 
the general restrictions or limits I mentioned earlier. We do it 
through the rediscount rates; that is, the rate which is placed on 
the borrowing that member banks can make from us, and the discount 
window is always open. 

Senator Martin. Do you happen to have—I was going to ask one 
of the men there a moment ago, because I think that is one of the 
most interesting demonstrations that I have observed for a long while. 
I was going to ask the question, and then the chairman did not want 
us to take the time, as to how much money our banks now have bor- 
rowed from the Federal Reserve. 

Do you have those figures ? 

Mr. Martrn. It is about a billion dollars, Senator. 

Senator Martin. How does that compare with a year ago? Do you 
have that information ? 

Mr. Martin. For the latest week—through August 7—it is about 
double, I would say, the preceding week and about a tenth above a 
year ago. 
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Senator Martin. What is the source of your responsibility to pre- 
vent inflation ? 

Mr. Martin. Well, I think it is our responsibility there, which is 
implicit in the Employment Act, to provide maximum purchasing 
power; and we have the responsibility, whenever imbalances are 
occurring in the economy, to do everything within our power to 
exercise these restraints which we have, in such a way as to permit 
the market forces to make the adjustments that are required to attune 
themselves to a stable dollar. 

Senator Martin. Mr. Chairman, the next two questions are most 
debatable, and if you feel they are improper, I will not ask you to 
answer them. 

Do you consider your obligation to encourage price stability, prevent 
inflation, as important as your obligation to foster economic growth, 
prevent unemployment ? 

Mr. Martin. I do not think there is anything improper in the ques- 
tion at all, Senator. I think that is the problem we are dealing with 
almost continuously. 

What I have come to believe in the last few years is that you cannot 
completely separate the two. 

I think that we have a responsibility for growth. We should in- 
crease the money supply to provide for that growth. But I like to 
put it in terms of a stream or a river: We should try to get the flow 
of money in such a way that the growth factors can be maintained 
by a growing riverbed for that stream without overflowing the banks 
on either side and flooding the fields; that we should provide for 
growth and we should provide for maximum employment and maxi- 
mum job opportunities. 

But I believe that we undermine the stability of existing jobs and 
lay the groundwork for unemployment if we do not recognize the 
fact that if that money supply grows too rapidly for the riverbed, 
and I am using my illustration on that, it will create imbalances which 
will undermine existing employment, and lead to further unemploy- 
ment. 

Now, in terms of the situation that we have been struggling with in 
the last 6 years, the only possible means of attaining the objectives 
of the Employment Act, in my judgment, are to resist inflation. 

What comes first is inflation, and then deflation. In other words, we 
are fighting deflation all the time. But under the growth potential of 
expanding population and expanding needs and the pent-up demand 
from the war, and the technology and improvements in services and 
needs of people, partly resulting from the war, and the worldwide 
grouping of needs and the development of raw materials, we have to 
recognize an entirely different situation than we had in the thirties; 
that the pressures here are for imbalance on the up side, for a swollen 
money supply, creating imbalances which will ultimately lead to 
serious deflation unless the adjustments which the markets can make 
are made, and made at times when they can be made on a rolling ad- 
justment basis, without coming to a cumulative head as they will come 
to a cumulative head if excesses just run rampant, and, consequently, 
when we reach the precipice we suddenly find everybody having to 
make an adjustment at the same time. 

Under those circumstances, the objectives of the Employment Act 
will be completely destroyed. 
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I happen to be one of those who believe that we can have full em- 
ployment and price stability. I am not one of those who believe that 
the alternative to inflation is unemployment. 

If you are talking about temporary employment, if you are talking 
about the expendiency of employment created for a period of 3 or 4 
months which will not be sustained, that is a different thing. 

It is my conviction that, as the future is developing today, the op- 
portunities for development are still unlimited, and that we have with- 
in our grasp a substantially higher standard of living with relatively 
stable prices—nothing is precise in this area, relatively stable prices, 
for many years to come, if we just do not fritter it away by trying to do 
too much too fast, and believing that you can ignore excesses or can 
indulge in any amount of imprudence and improvidence and expect 
that the Government or someone else will pick up the check for you. 

Senator Martin. It is going to take a lot of courage on the part 
of someone to do that controlling. 

Now this question, if you do not want to get into it, it is entirely 
satisfactory to me, but I think it is one of the great things confront- 
ing our country right now. 

If you were faced with the choice between price stability and tem- 
porary cessation of economic growth on the one hand, or creeping in- 
flation and continuing economic growth on the other hand, which 
would you choose ? 

Mr. Martin. Again, Senator, I think it depends on the point you 
are at in the process of inflation. 

Inflation 1s a process. It is a spiral. It is excesses. It really 
does not make too much difference whether you are talking about 
wage inflation, price inflation, credit inflation—you are talking about 
excesses that have their origin in imprudence and improvidence, that 
take the form of a cancerous growth. 

It is not a narcotic that you can just take in small doses and con- 
trol. It produces a spiral. 

I do not want a recession of any sort at any time. I do not want 
any man to be unemployed in this country if it is possible to avoid it. 
But I still think you have to come face to face with the reality that 
under conditions of excess, extravagance, waste, incompetence, and in- 
eficiency—under those conditions somebody has to take a loss. 

This 1s a loss economy as well as a profit economy, and we have no 
way of getting away from the fact that if a child puts his hand into 
the fire—I am not saying it is a good thing he gets burned—but he 
does get burned, and I think that we have got to weigh at all times, 
in answering the question you have propounded, that question of 
whether this economy can take adjustments and take them promptly 
and properly, without destroying itself, or whether we think we are 
all-powerful, masterful controllers that can prevent any pain or suf- 
fering in life. 

It is my conviction, Senator, that we can recognize the forces of 
the market, and that it is not money and credit policy that controls 
the matter. 

I am constantly talking to people who say, “You are balancing on 
the thin, razor edge of inflation and deflation, and what the Federal 
Reserve does will be terribly important; it may destroy this economy 
for years to come.” 
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I hope you will not mind my saying, if I really thought those people 
were accurate, I think I would give up the job. I could not sleep any 
more. But I just do not believe it. 

I think the vitality and the strength and the capacity of this econ- 
omy is so great that the Federal Reserve may make a few mistakes— 
and I think it has already made a number of mistakes, and I think 
the rest of us can make mistakes—without catastrophe. I have more 
confidence in the vitality and the adjustability of this economy than 
most people have, and less confidence in the ability of money or credit 
policy or other Government policy to work economic miracles. 

But, fundamentally, I think, Senator, that these adjustments you 
are talking about have to be related to our overall objectives, and our 
overall objectives are to have maximum production, maximum em- 
ployment, and maximum purchasing power. And this is a continuous 

rocess. 

When you get out of balance, as we are today, we have more dif- 
ficult problems. This thing got away from us—I have said this 
publicly a number of times, and I reiterate it—I think that inflation 
got ahead of us a little over a year ago, and we now have to pick up 
some of the pieces. 

I illustrate that by saying that of the increase in the gross national 
product from 1955 to 1956, in those 2 years, over $10 billion of it— 
some people may say this is a small amount, but I do not think it is, 
even on a $400 billion gross national product—over $10 billion of that 
increase is a markup in prices with no additional goods and services. 

Now, that is an imbalance for which some adjustment has to be 
made, and I do not believe that it is money and credit policy that 
makes that adjustment. I think the adjustment is made when demand, 
although still there—at a price—fades to where either prices have 
to be reduced in order to stimulate demand, or adjustments have to 
be made in the level of inventories; or some businesses have to recog- 
nize that perhaps they are expanding too fast, and that they are 
developing temporary overcapacity—not overcapacity permanently, 
but temporary overcapacity—which necessitates adjustments. 

I do not think there is any industry you can think of which, in 
terms of capacity, has anywhere near enough capacity today for what 
I conceive to be the needs of 15 or 20 years from now. 

Senator Martin. Thank you very much. 

All of us assembled here this morning—the Chairman of the Federal 
Reserve Board said they have made mistakes, in Congress we have 
made mistakes, as Americans we have made mistakes. 

But is it not marvelous to live in a country where there is no danger 
of being purged when an official makes a mistake? And if we all use 
a little commonsense, we will come out of it. 

That is why I am working so hard in this. I feel that we have 
one of the most important jobs in any committee in Congress that has 
ever been undertaken; we want to have a stable economy in this coun- 
try, and we want our people employed. 

Industry is entitled to a profit; the farmer is entitled to a profit 
on his production. But in the long run, all of us need a stable dollar. 

Senator Kerr. Off the record. 

(Discussion off the record.) 
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Senator Martin. Getting back on the record, would you recommend 
that price stability be set forth as a specific goal in the Federal Reserve 
Act? 

Mr. Martin. Well, I think it is implied in the Federal Reserve Act 
today, Senator. 

In my prepared statement, and I have thought about this for a lon 
time, I said that it might be made explicit as well as implicit, alihougl 
I think you have to recognize that this matter of price stability, as an 
overall goal, is not our end. 

I happen to believe firmly that money should be our servant, and 
not our master. I believe inflation makes money our master. 

Senator Martin. Money is just a matter of convenience. 

Mr. Martin. It is just a matter of convenience, and it seems to me 
that 

Senator Martin. As the Chairman says, it is very convenient to 
have. 

Senator Kerr. What a convenience. [Laughter. ] 

Senator Martin. I can remember, Mr. Chairman, in the United 
States when we did do a great deal of bartering. I lived out in the 
country, and when my father and mother needed some groceries, sugar, 
and salt, and so on, they took some chickens and some eggs in to town 
and they bartered. 

Now, of course, it is so much more convenient to have a medium of 
exchange. But that medium of exchange, so people may understand 
our situation, ought to be stable; is that not correct ? 

Mr. Martin. It ought to be stable. I personally like the definition 
that money is a medium of exchange and a standard of value, and 
that its basic component is confidence. 

And I think that is the definition we want to keep in front of us, 
at least the confidence aspect of it, all the time. 

Senator Martin. I would now like to ask you some questions about 
the present, current inflation. 

When did this current inflation begin ? 

Mr. Martin. Well, I cannot state it precisely, Senator. It is pretty 
difficult to say that it began at any precise point. 

I think those of us in the System—and mind you, the System is 
not a one-man operation, for we have many varying views—I think 
we began to get worried about the current aspect of inflation in the 
middle of 1955. 

Senator Martin. And that is when you began to recognize it as 








a 

Mr. Martin. We began to recognize it. 

Let me go back just a little bit, if I may. In the inventory reces- 
sion of 1953-54, we pursued a policy, and I think we were quite cor- 
rect in our policy, in the early stages, of adjusting promptly, to make 
the inventory adjustment as orderly as possible, by easing money. 

By the end of 1953 and the early part of 1954, I personally think 
that we were overdoing it a bit. We were using the phrase “active 
ease.” 

One thing you find out about this is that while your weapons may 
be more effective in inducing restraint than they are in galvanizing 
the economy, nevertheless it is more difficult to get people to recog- 
nize the need for action when it comes to restraint. 
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And I think in retrospect that one of the errors we made was that, 
in 1954, when the adjustments that were being made by the market 
were culminating and the base was being laid for the recovery that 
we had, we got a little bit enthusiastic about increasing the money 
supply, and we lowered our discount rate in February of 1954 from 
2 to 134 percent; and then we lowered it again to 114 percent in April 
of that year. 

And we were then fomenting a psychology of expansion rather 
than letting the natural forces take their play, and I am inclined to 
think, in retrospect, that we were permitting a validation at that 
time of a price level which probably was not warranted, and that we 
therefore laid the seeds for some of our later difficulties. 

Now, that is a judgment in retrospect. 

The trouble in 1955, the place where I began to get concerned, was 
when it took us from April of 1954 until April of 1955 to move back 
from 114 to 134 percent in the discount rate—a whole year—because 
the constant discussion in the System was, “Well, better not take a 
step, you had better not do anything to slow things down.” You see, 
everybody likes expansion. 

Then we went up to 134. We later moved up successively during 
1955 in four notches. But it was from the middle of 1955 that we 
saw what was happening there was that a decline in farm prices was 
taking place on a supply-and-demand basis, but inflation in manu- 
factured products, end products, some of which were affecting the 
farmer, was already beginning to take place. 

So our price stability in the last half of 1955 was, in my judgment, 
not the sort of price stability you would seek. It was one end going 
up and the other end going down. 

I do not think we can make prices, ever. I think we can help 
influence them, but we do not control prices. And I think the minute 
we in the Federal Reserve, or any of the rest of us, get the idea we 
can completely control this economy or make this economy, we are 
asking for trouble. 

What we have to do is to make our adjustments within the frame- 
work of the flow of the economy. 

Senator Martin. Do you feel you acted soon enough, and do you 
feel those actions were strong enough to stave off inflationary pres- 
sures then present ? 

Mr. Martin. No; I do not think we did. But there are differences 
of opinion on that within the System. 

I would think we would have been more effective if we had acted 
a little bit quicker and a little bit sharper in our movements. 

Senator Martin. What factors or developments preceded the out- 
ward evidence of price increases that you considered as inflationary ? 
What brought it to your attention ? 

Mr. Martin. Well, in the last half of 1955, the price of manu- 
factured products began to rise; and then, as we approached problems 
during the guaranteed annual wage negotiations with the automobile 
companies, and then the steel contract later in the year, we approached 
this problem of the price level during that period tilting upward. 

And at one point in 1956, in the summer of 1956, it was not very 
difficult to see that imbalances existed, and that the demand was so 
much greater then for certain items—certain types of steel, at that 
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point, at the time of the steel strike—demand was so much greater than 
supply that additions to the money supply under those conditions 
could do nothing but run prices up. 

It becomes more difficult later in the stage when the shortages 
disappear and the demand then changes. The demand is there, but 
at a price. 

Senator Marrin. What are you doing currently to curb inflation ? 

Mr. Martin. Our most recent action was merely a recognition of the 
money rates that had developed in the market. 

The rate on Treasury bills has been higher than the discount rate 
for roughly 9 months. We work very closely with the Treasury on 
this problem; our purpose is always to assist the Treasury, but not to 
guarantee the Treasury a specific rate. 

During this period, we have leaned over backward, I think, not 
to lead the market, but to keep in tune with the market. And our most 
recent step here occurred recently when, starting in late May, there 
was a conjunction of forces in the money market which were gradually 
adjusting upward that culminated in the Treasury’s offering of a 
1-year, 4-percent security, followed a little while ago by an increase in 
the prime rate by the banks. 

And, merely as an adjustment to these pressures that we think were 
already here in the economy, we increased our discount rate at 7 of the 
12 Federal Reserve banks. 

Weare not taking any overt actions at the moment. We are watch- 
ing this situation very carefully, and I could not forecast what our 
policy would be for the future. But we still think, the great majority 
of us in the System, that inflation or, put in terms of the man on the 
street, the cost of living, is our major problem. 

Senator Marriyx. Do you believe that the inflation will gradually 
wear itself out as your actions produce their intended effects? In other 
words, will added production coming from new investments create the 
supplies to meet existing demand at stable prices ? 

Mr. Martin. Well, 1 think in a country as strong and as vigorous 
as this, in an economy as strong and as vigorous as this economy, that 
savings accumulate surprisingly rapid. It does not take too long for 
savings to accumulate. 

Our problem at the moment is overspending; too much spending 
in relation to the available savings. 

I believe the trend is in the right direction at the present time. I 
believe that savings are going up, and the money supply is going up. 
But the demand has increased and has outpaced them. 

I think that the factors are in the right direction. But let us not 
exaggerate the importance of money and credit policy, because we have 
to consider fiscal policy and we have to consider debt-management 
policy as well as money policy in connection with this problem. 

Senator Martin. Yesterday you mentioned velocity of circulation. 
To what extent has this factor nullified or diminished the effect of 
your actions in restricting the increase of the supply of money ? 

Mr. Marrtrn. It is our judgment that we have been trying to look 
at the whole economy—each time we have an open-market meeting. 
I would like to list, if I may, the things that we are looking at. 

We are looking at the requirements of the Treasury. We are look- 
ing at the seasonal requirements of business. We are looking at a 
growth factor in the economy, and we think that growth factor should 
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normally be in the neighborhood of 3 or 4 percent. In excess of that 
is, we think, too much. 

We have let the money supply—of course, these figures sometimes 
are changed, because you add time deposits to demand deposits, but 
we usually eliminate time deposits from these figures—we have let 
the growth of the money supply slow down to about 1 percent. 

We have let the balance of the 2 percent on our 3 percent growth 
take place out of the velocity of money, the turnover of money, and 
we have felt that that was about right, though I think sometimes we 
felt that perhaps we have erred a bit on the side of letting the velocity 
accumulate faster—it is very difficult to measure—than the situation 
warranted. 

But we do not think that the economy has been starved for money, 
and we have not tried to starve it for money. We do not want a 
drought of money supply at all. We want the forces of the market 
to have play. 

We consider ourselves as managers of the money supply. Congress 
has delegated to us the responsibility for managing this money 
supply. That means there should not be an oversupply or an under- 
supply. 

ow, within the limits of human fallibility, that is what we are 
trying to gage. 

Senator Martin. If you make some mistakes in this, it is really the 
Congress’ responsibility. We have just simply delegated that power 
to you, and it is like a commander in the Army, if he selects the wrong 
man to command his left wing, it is his error. 

So really, after all, it is our mistake, if you make one. 

Mr. Martin. Well, I do not know. We may make such mistakes 
that you should remove us, but we are trying to serve as trustees for 
your under the trust indenture which you have given us in the Fed- 
eral Reserve Act, and within the latitude prescribed by that act. 
The Cuairman. At least we will not send you to Siberia. [Laugh- 
ter. | 

Senator Martin. Mr. Chairman, you have referred to the cost-push 
effect on prices.’ The annual report of the Federal Reserve Board, 
page 5, in discussing wage and price movements in 1956, states, and I 
will quote: 








Wage increases were widespread, and increasing numbers of wage agreements 
covered a period of more than 1 year and incorporated cost-of-living escalator 
clauses and automatic annual wage increases. 

The increase in average hourly earnings in manufacturing, amounting to 6 
percent in 1956, exceeded the rise in output per man-hour. About half of the 
gain in hourly earnings was matched by the rise in consumer prices. 


Is there any reason, as things stand today, that this will not be 
true this year and in the years to come? 

Mr. Martin. Well, that is a difficult question to answer. 

Senator Martin. I know it is a very difficult one. 

Mr. Martin. It is a very difficult question to answer, Senator. 

I can only say I think if we can bring the nature of this problem 
to the attention of everyone, it is possible that we can get a little better 
relationship. . 

_ I will not say that any one of these things is the controlling factor 
in getting things out of line. But I think cumulatively we ha ea 
problem to deal with. 

93633—57—pt. 3——7 
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Senator Martin. In fact, had not wage gains exceeded productiv- 
ity gains since 1940? 

Mr. Martrn. I just do not know. 

Senator Martin. I know that comes from another. 

Mr. Martin, you have referred to monetary and fiscal policies as the 
two important anti-inflationary tools of Government. You have also 
said that industry, labor, and individual citizens must contribute their 
part. 

Just what can anybody do about the income demand on the price, 
and spending by each of these? I would appreciate it if you would 
comment on the governmental side of it first. 

Mr. Martin. Well, on the governmental side, I have already pointed 
out the necessity, under current situations, for a larger surplus, a 
larger budget surplus, than we have had. 

1 am not critical of anyone on the budget problem. I do not know 
enough about it. But I think what you have got to recognize here 
is that this is a rich country. We can support the programs we have 
to support. 

But we have to see our way clear to paying for them, and we have 
got to provide taxes to cover programs that we think are essential, or 
to find some means of diluting some other program and keeping 
within this spending-savings stream that is the heart of our problem 
and the heart of our debt. 

It seems to me that it is absolutely essential that we recognize that, 
and that we try to get across to everybody that the inflation is not 
inevitable, that it can be halted, it can be minimized. 

But if we let this psychology which is the factor that has come in 
the past year and a half that has caused us more concern than anything 
else, this psychology of the inevitability of inflation, carry us away so 
that you impair the saving investment process, then we will not be 
able to finance the programs that are essential to the country, and 
we will find a steady erosion of our dollar and, ultimately, I think, 
a change in all of our institutions and the nature of our society. 

Senator Martin. Have you given any thought to the effect this 
cutback in defense spending may have upon our economy? That it 
may cause unemployment in certain segments of our industry? Have 
you given any thought to that? 

Mr. Martin. I would hope that, if it does, the employment could 
be taken up in other segments of the economy. 

Senator Martrn. That is what we all hope. Of course, there is now 
talk of decreasing the ground forces by at least 100,000 men. We are 
bringing many troops back from Japan and other parts of the world, 
and those men will be thrown out on the economy, and they must have 
jobs. Do you feel there are enough of them that it will have any 
serious effect on our economy ? 

Mr. Martin. I am not competent to comment on the military aspects 
of it, but so far as the economy is concerned, I think there is still, 
as I have said previously, unlimited opportunity here for development. 

I think we have to recognize in this armament field, Senator, as you 
know as well as I do, that. there are some people who think that arma- 
ment is a great blessing, because if we cut armament we are going 
to collapse. I think that is a completely false thesis. I think that 
is part of the thesis that war per se is a good thing. 
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We have to protect ourselves, to be sure, but the strength of our 
economy is not armament. The strength of our economy js the pro- 
duction of goods and services for individuals, apart from armament. 

Senator M ARTIN. I agree with you fully. But I think it is going 
to take men like yourself to sell it to the American public, because, 
just since this announcement has been made, I have had a great number 
of investors say to me, “Well, that is going to cripple certain industries, 
it is going to put men out of employ ment,” and so forth. That is the 
reason I am asking you to comment on it. What you say will go out 
over the Nation much more than what a Senator will have to say. 

Mr. Martin. No one likes cuts. Nobody likes to take a loss. 

Senator Martin. I agree with you fully, and I hope the day will 
come when we do not have, when it is not necessary to have, anybody 
under arms, and I have done about as much soldiering as anyone. 
But war is destructive. It does not create anything. 

Now I would like to get back to the wage end again, and I want 
to make this statement. I made the statement in an address last 
Saturday, that I wanted to see every American, who wanted to work, 
employed in gainful wages. I wanted to see the farmers have a 
profitable sale of their product tion. And I felt that men who invested 
in industry ought to have a proper return on their dollar. And I 
agree in all of those thin gs. 

But there are some of these things that are bothering a lot of us 
a great deal, and so I want to ask you some questions, because I 
feel you are better informed than anyone, to my knowledge. 

Are not wage increases continuing year by year, covering larger and 
larger segments of the labor force? 

Mr. Martin. They are; but I think wage increases must be related 
to productivity. 

I think judging whether they are actually related to productivity 
or not is something that you cannot precisely come to an agree- 
ment on. Thatis one of the reasons you have collective bargaining 
in labor negotiations. 

There are some people who say they can never pay higher wages. 
There are some labor people who say that there are no cost- -price rela- 
tionships to be considered, and I think that quite frequently the 
truth is in the middle ground. 

But it is real wages that we are talking about, and real wages that 
we want to see increased. And we also want to have the produc- 
tivity increases. 

Senator Martin. If the productivity equals the increased cost in 
wages, there is no danger, so far as inflation is concerned ? 

Mr. Martin. That is right. And if we can spread that produc- 
tivity. What we want to do is to spread that productivity through 
the entire economy as far as we can, and not get it imbalanced and 
in the hands of a relatively few people. 

Senator Martin. Are not more and more contracts including escala- 
tor clauses ? 

Mr. Martin. They are; and cost-plus contracts have become quite 
common, also. 

Senator Marrtn. Are not fringe benefits being extended by both 
(rovernment and in industry ? 

Mr. Marttn. They are. 
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Senator Marri. In all of this, has the supply of money and credit 
been fully adequate to support these increasing demands? 

Mr. Marrty. I do not know whether it has been fully adequate to 
support them, but it is our intention to keep a steady flow of money, 
as steady a flow of money as we can have. And if that flow of 
money ‘does not cover the increases that are unwarranted, there should 
be no pressure on us to increase the money supply just to validate 
some imbalance which occurs in the economy which is not warranted 
by productivity. 

Again, I want to say I never want any recession. I do not want 
anybody to be unemployed. Certainly our job at the Federal Reserve 
would be much better and much easier if we never had to look at a 
decline of any sort. But, unfortunately, it is not made that way at 
the present time. 

Senator Martin. It is true that, starting with about 1819, we have 
had the ups and downs in almost surprisingly equal cycles, I mean in 
equal number of years. It is amazing how that has worked out. And 
is it not true that most of the depressions followed too much borrowed 
money ? 

Mr. Martin. I think that is generally correct. 

Senator Martin. Of course, in the early days, it was land specula- 
tion; and that was followed by railroad expansion, and different 
things. We had got too much productivity for our consumer capacity, 
and soon. But usually it was antedated by too much borrowing. 

Mr. Martin. Borrowing is not the great blessing that some people 
like to make it out tobe. Debtisnot. We have tended to glorify debt 
in recent years, all out of proportion to the benefit that it produces, 
That is not to say that I do not recognize that debt is important, and 
certainly people should have access to borrowing. 

But let us not forget the fact that the oreatest slavery in the world 
is to have people owe for borrowed money to the point that they are 
just breaking their backs. 

I have watched plenty of them just breaking their backs to meet the 
payments. 

One of the interesting things is that people who are always advocat- 
ing easier terms are the people who are the least forgiving when it 
comes to paying back a debt which has been contracted. 

That is one of the human nature facets that I have observed a good 
many times. 

The CuarrMan. Let me interrupt you to say that is one of the wisest 
statements I have ever heard. You are right. 

Senator Martin. Personally, I feel 

The Cuarrman. And that applies to a nation as well as people. 

Senator Martin. Personally, I wanted to make this addition to 
what you said, Mr. Chairman: That governmental debt is even more 
dangerous than corporate or individual debt. Individuals and cor- 
porations have the means of creating wealth. Government does not 
have. 

Government is just created for the — of defending and render- 
ing service. Take here in the United States, our first job was to ar- 
range for our defense. That was against the Indians 








aga 


it. 

to 1 
deb 
N 
oni 
S 
Mr. 
tion 
wor 
Y 

of i 
on t 
ovel 
7 
Ame 
of tl 
tion, 
M 
and | 
I , 
M: 
state 
the c 
bein; 
Ar 
bond 
And 
and t 
No 
think 
- h 
the p 
Ser 
for v 
fores 
Mr 
Ser 
leade: 
wage 
their 
Mr. 
spend 
Sen 
tions, 
is to g 
We 
and I 
ican p 





ld 


nt 


ta 
at 


ive 
in 


red 


la- 
ent 
ty, 
ple 
ebt 
28S, 
ind 


rld 


are 
the 


-at- 
1 it 


ood 


sest 


FINANCIAL CONDITION OF THE UNITED STATES 1311 


And then, as we became an independent country, to defend ourselves 
against other countries. 

So debt is a dangerous thing. And, of course, we have got to have 
it. But I have been worried, and I wonder what your thought is, as 
to whether or not we do not now have in this expansion too much 
debt as compared with the equity capital. 

Mr. Martin. Well, I would not want to make a categoric statement 
on it, but I think the trend has been in that direction. 

Senator Martin. At one time, I thought I would put in the record, 
Mr. Chairman, the amount of debt owed by the 20 largest corpora- 
tions in the United States. And, I will tell you, when you study it, it 
worries you a lot. 

You referred yesterday to the dangers arising from expectations 
of inflation. When it is here, how are people to avoid behaving 
on the basis of expectation when it affects us, being felt daily and 
over a period of time ? 

I do not know whether I have made that entirely clear or not. The 
American people are rugged individualists. They want to take care 
of their own situation. And when we have this expectation of infla- 
tion, they are worried about it. 

Magazines and commentators comment relative to it. Congressmen 
and Senators make speeches relative to it. 

I would appreciate a little further comment on that from you. 

Mr. Martin. Well, I would only reiterate the closing part of my 
statement yesterday, Senator, and say that I think you can destroy 
the cynicism of people on a matter of this sort when they see actions 
being taken, and resolute determination. 

And when they see, they notice a relationship between stocks and 
bonds, for example; that is where the process does begin to work. 
And people see that the yield on stocks is not as high as on bonds, 
and there is a closing of the gap. 

Now, this takes time. This does not happen overnight. And I 
think one of the most unfortunate things, and it is one of the things 
we have been dealing with, is this psychology that has come into 
the picture. 

Senator Martin. Do you anticipate any lessening in the demand 
for wage increases, escalation provisions, and fringe benefits, in the 
foreseeable future ? 

Mr. Marttn. I do not know as I do. 

Senator Martin. How can prices be stabilized as long as labor 
leaders compete with one another over who can achieve the largest 
wage gains and fringe benefits, irrespective of productivity gains in 
their respectiv e industries or in the economy as a whole? 

Mr. Martin. I think there I can only say the problem is to reduce 
spending and increase saving, and get back to the fundamentals. 

Senator Marry. That is what I am trying, through these ques- 
tions, to do, and you are doing wonderfully w ell; what I want to do 
is to get these things before the American people. 

We in the United States, we the people, are still the Government, 
and I have always had, Mr. Chairman, great confidence in the Amer- 
ican people when they understand the situation. 
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I have great confidence in the labor groups in our country. I have 
reat confidence in the agricultural groups. I have great confidence 
in the industrial groups. 

And what I think, Mr. Chairman, will do more good in this investi- 
gation is if we get the real situation before the American people. 
That is why our questions may seem at times a little cruel, but we do 
not intend them that way, because you and your group are in position 
to understand these things, and people have confidence in you. 

That is the reason I am asking them. I do not want my questions 
to seem cruel, and I do not want them to be that way, because I think 
probably you and I have the same ideas. 

I want, again, to see every man and woman in America who wants to 
work, gainfully employed. And then I want a stable dollar so that, 
at the end of the year, if they are frugal, they have a little money in 
their savings account. 

But a savings account is not worth anything if the dollar is not 
stable; is that not correct ? 

Mr. Martin. That is correct, sir. 


Senator Martin. Can it be that the cost-push factor in the inflation- | 


ary pressures will not subside until a better balance is achieved by 
negotiations of industry nad labor over wages and fringe benefits? 

Mr. Marti. I just do not know on that, sir. 

Senator Martin. All right. 

Do higher interest rates cause inflation, or do they check inflation? 

Mr. Martin. Higher interest rates, in my judgment, are not a cause 
of inflation. 

I pointed out in my prepared statement the relative problem. In- 
terest is a wage to the saver as well as a cost to the borrower. 

Now, no one deprecates more than I do the cost of carrying the 
national debt, and I do not favor high interest rates. I stated that 
yesterday, and I keep stating it, as I did when I was over in the House 
last week. 

I favor as low interest rates as it is possible to have, without pro- 
ducing inflationary pressures. 

Senator Martin. You are saying we want to be able to buy bread 
and meat as cheaply as we possibly can, as long as it does not disturb 
the economy. Of course, you cannot produce meat and bread and 
clothing without a profit, in our country. 

Mr. Martin. The heart of the problem here is debt. And interest 
is one of the balancing factors, it is one of the governors, and I think 
that an increase in interest rates will encourage saving. 

I do not agree with people that interest rates make no difference. 
They take a long time to operate at times. But as to interest adjust- 
ments—you have to pay more if you want to borrow more than is 
available out of savings; you have got to pay more. 

The way to reduce interest rates is to reduce spending, and to see 
the level of saving go up in relationship to it: then you have a leveling- 
out process. And I know of no other device in a con society that can 


function better as the governor on the economic flywheel than the rate 
of interest. 

Senator Martin. Mr. Chairman, I appreciate very much the an- 
swers to the questions made by Cousin Bill, but I would like the op- 
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portunity of asking some further questions after he has made his 
answers to the questions which you propounded to him yesterday. 

The CHarrman. Every member of the committee will have that 
opportunity. 

Mr. Martin. I would like to have them up here Monday morning, 
if that is all right, Senator. 

The Cuarrman. I want to thank the Richmond group again for 
their fine presentation. 

The committee will recess until tomorrow morning at 10 o'clock. 

(Whereupon, at 12 noon, the committee recessed, to reconvene at 
10 a. m., Thursday, August 15, 1957.) 











IN\ 


- 
Sen 
sidi 

P 
and 

A 
of ¢ 
adv 
Spi 

T 


In } 
A 
rela 
to re 
l 
Gor 
h 
ato! 
mal 
I 
lim 
C 


try 
d 


ous 
S 


x 
rate 
to s 

h 


~ 


K 


fiel 





INVESTIGATION OF THE FINANCIAL CONDITION OF 
THE UNITED STATES 


THURSDAY, AUGUST 15, 1957 


UNITED STATES SENATE, 
CoMMITTEE ON FINANCE, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a. m., in room 312, 
Senate Office Building, Senator Harry Flood Byrd (chairman) pre- 
siding. 

Present: Senators Byrd, Long, Gore, Martin, Williams, Carlson, 
and Bennett. 

Also present: Winfield Riefler, Assistant to the Chairman, Board 
of Governors, Federal Reserve System; Woodlief Thomas, economic 
adviser, Board of Governors, Federal Reserve System; Elizabeth B. 
Springer, chief clerk; and Samuel D. McIlwain, special counsel. 

The CuarrMan. The committee will come to order. 

The Chair recognizes Senator Williams. 


STATEMENT OF WILLIAM McCHESNEY MARTIN, JR., CHAIRMAN, 
BOARD OF GOVERNORS, FEDERAL RESERVE SYSTEM—Resumed 


Senator Witt1aMs. Mr. Martin, in your opening statement, I notice 
in paragraph H you state: 

A monetary authority dedicated to promoting the public welfare must not 
relax restraints in the face of continuing inflationary pressures, since any efforts 
to relax merely add to the forces tending to keep the inflation in motion. 

Do you think that with today’s controls and mechanisms of our 
Government we can eliminate booms and busts phases of our economy ? 

Mr. Martin. I do not think we can eliminate them completely, Sen- 
ator, but I think we have it within our power to keep them within 
manageable proportions. 

I do not think we can ever say we can precisely determine specific 
limits that will keep us on a straight line. 

Senator Witi1aMs. But that is a part of the goal which you are 
trying 

Mr. Martin. That is definitely a part of the goal, and our most seri- 
ous objective. 

Senator Wiru1amMs. Are the recent months’ increase in the rediscount 
rate a part of that planned program of the Federal Reserve System 
to stabilize our economy and to eliminate these booms and busts ? 

Mr. Martin. They are. 

Senator Wiiutams. Do you think we have been successful in that 


field ? 
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Mr. Martin. Not entirely. I think they have had some success. But 
I think, again, we must never exaggerate the influence of money and 
credit policy. It cannot do everything, and we have to recognize that 
fiscal policy and management of the debt also enter into it. They all 
have to work together. 

We have not been completely successful in halting the present infla- 
tion, but I think it would have been a whole lot worse if we had not 
taken the steps that we have taken. 

Senator WiniiAMs. You think this was one of the essential steps ? 

Mr. Martin. One of the essential steps. 

Senator WitiiAMs. Are the rediscount rates in general tending to 
lead or follow the market in interest rates? 

Mr. Martrn. I do not think you can state that, as each individual 
move has to be considered on its own. There may be circumstances 
where it would be desirable for the rediscount market, if we thought 
there was heavy pressure building up, to lead the market a little bit. 

But generally speaking, we recognize that the market forces are the 
ones that are controlling—that we can influence the market. We 
never want to take the position that we do not have any influence at 
all—that market forces just produce all these changes. Otherwise, 
there would not be any reason for our existence. 

We influence them. We lean against the wind when we can deter- 
mine which way the wind is blowing. But we never try to usurp the 
function of neki the wind. Whenever we think we can make the 
wind, we think we are in trouble. 

Generally, in recent years we have tended to follow the market rather 
than lead the market. The last increase in the rediscount rate def- 
initely followed. 

Senator WitiiAMs. Was that the same situation a couple of years 
ago? 

Mr. Martin. It was a moot point of judgment at that time. 

Senator Wiii1aMs. It was a point of judgment. It was planned to 
increase the rates; is that correct ? 

Mr. Martin. That is right. 

Senator Witu1AMs. That was part of the plan. 

Was one of the factors that were giving you concern, the speculative 
activity in the stock market at that time? 

Mr. Martin. Yes, that was one of the factors that concerned us, and 
that concerned us more in 1955 than in 1956. 

The stock market was in better control in 1956 than it was in 1955, 

Senator Wiiii1AMs. Then has the leveling off of the market in the 
last couple of years and, we will say, the recent decline in the market 
been a part of your program ? 

Mr. Martrn. We have not consciously attempted to influence—— 

Senator WiuiraMs. I understand that. But 1 mean, you were try- 
ing to put ; 

Mr. Martin. We wanted to minimize speculation. 

Senator Wiiu1AMs. Minimize speculation. 

Do you feel, so far as the management of the credit is concerned, 
that you have the situation under control now? 

Mr. Marttn. No, I would not want to say that, Senator. 

I say we are working with it every day, and we are trying to keep 
a flexible policy. We want to see to it that the legitimate needs of 
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credit are met at all times. I would not want to make the specific 
statement that we have the situation under control. 

I think that we are doing everything within our power to watch 
it and adjust to it as it develops, recognizing that it is a moving 
picture; it is a continuous operation. 

And I think that, by and large, we have not been entirely unsuccess- 
ful; let us put it that way. 

Senator WiLLrAMs. What, in your opinion, are the principal causes 
of the inflationary pressures which we have experienced since the 
spring of 1956? 

Mr. Martin. Well, I would say that the primary force since the 
spring of 1956 has been the plant and equipment expansion. We have 
had a constant pressure on the capital markets for long-term financ- 
ing, some of which had been postponed for sometime in hopes that 
money would get easier or that they could use bank credit in place of 
long-term credit for financing. 

L just happen to have some figures here which I would like to 
read into the record: 

Corporate financing for the first 8 months of 1957 was $8.4 billion 
compared with $6.6 billion in 1956. 

State and local financing, $4.3 billion in 1957 compared with $3.7 
billion in 1956. 

I had those figures here yesterday in hopes somebody might ask 
me that. 

Senator Winti1aMs. You mentioned the fact that the control of in- 
terest rates was just one phase of the problem, and that budget was 
another factor, balanced budgets. 

Do you think it is more essential today than perhaps ever before 
that we do maintain a balanced budget at this time? 

Mr. Martin. I think it is extremely essential that we have a larger 
surplus as long as we have the spending impetus that we have, than 
we have had or presently have in prospect, because that definitely 
lessens the inflationary pressures. 

I would like to comment on the ebb and flow of this, as I see it. 

When I was in the House last week, I commented that the forces 
that we are dealing with here are very much like the tides. They are 
as large as the tides. We cannot stand, like King Canute, on the shore 
and tell the tides to stand back. We have got to adjust to them. 

When the spending stream definitely exceeds the savings that are 
available for the economy, it is most unfortunate, in our judgment, 
to use bank credit to supply the deficiency. 

Senator WirxtAms. Do you feel that ‘Government deficits are one 
of the major contributing factors toward inflation ? 

Mr. Martin. I think that—I never favor deficit financing, although 
I rec ognize the ut it can sometimes have an impetus on our economy. 

But : again, it is like debt, that I commented on yesterday: It is not 
a situation to be desired. Under certain circumstances it may be 
useful, but—and I do not want to make a blanket statement on it, 
but I never favor deficit financing. I think it is wrong in principle; 
and I think it is not really the benefit, even when it is used, that those 
who claim it has the benefits think it has. 

Senator Witt1ams. How long have you been in the Federal Reserve 
System, Mr. Martin? 
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Mr. Martin. I was appointed on April—I took office on April 2, 
1951. 

Senator WixtiaMs. 1951. 

Well, since that time, we have had surpluses about half the time, 
have we not? 

Mr. Martin. That is right. 

Senator WituiaMs. Do you think that the deficits prior to that time 
were—lI will put the question this way : Do you think that the inflation 
between 1946 and 1951 could be attributed to the deficit, or partly to 
the deficit financing during that period ? 

Mr. Martin. That was a very diflicult period, Senator, because we 
came out of the war period with a heavy oii of latent pressures, 
and even though we had a balanced budget and a surplus—I was in 
the Treasury with Secretary Snyder in 1949 to 1951 before I came 
with the Federal, and I think he did an extremely good job on the 
budget, the surplus that he was trying to create. 

But you had dammed up through the war years a very heavy back- 
log of demand and of money that had been kept in control by patriotic 
moves and by the specific controls that were then in existence, and I 
oa have got to be very careful on generalizing about those 

eriods. 
' And I do not think, when you talk about the budget—I think it is 
always desirable to reduce debt. I refuse to join the group of those 
who insist that an increase in the debt is beneficial. 

Senator Wiu1aMs. I recognize the unusual circumstances at that 
time. The reason I asked the question was that beginning with 1953, 
and through 1955, we did have a rather stable dollar, and during that 
period we had a balanced budget. 

Let me ask you this question: Do you think that the prospective 
large budget which was submitted to us this year was inflationary ? 

Mr. Martin. I think the impact of it was, definitely. 

Senator Wituiams. Do you think that if it were approved as sub- 
mitted, that it would be a major contributing factor toward inflation ? 

Mr. Martin. Under existing circumstances, yes, sir. 

Senator Wiiu1aMs. You think it would. 

Do you think that it is the responsibility of Congress and the Execu- 
tive, working together, to trim that budget ? 

Mr. Martin. I do indeed, sir. 

Senator Wriu1aMs. I think you indicated that you feel your poli- 
cies on interest rates are working. Do you think we have reached 
the point where you can say that you are satisfied with the leveling- 
off process or do you think further increases in these rates are going 
to be necessary ¢ 

Mr. Martin. I do not know, Senator. That is forecasting the 
future. And I fall back on the cliché that we are watching the situa- 
tion on a day-to-day basis, and trying to adjust to the moves as we 
see them developing. I will not forecast the future. 

Senator Wiiu1aMs. Of course, part of your work is to try to picture 
and forecast the future as far as you possibly can. 

Mr. Martin. Well, it is, indeed. We have to gage it in terms of 
trends. 

But whenever we get wedded to a theory, whenever we start 
riding a hobby, as I frequently call it, I think we are probably asking 
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for trouble, because the nature of the pow we are dealing with 
requires us to be ready to admit mistakes, just as well as to accept 
its success in what we are trying to do. 

Senator Wittiams. When was the last increase in the reserve 
requirements ¢ 

Mr. Martin. September 1954. That was a decrease. 

Senator WinuiaMs. Decrease in reserve requirements. 

Mr. Martin. The last increase, I am sorry, the last increase was in 
January of 1951. 

Senator Witziams. Do you anticipate that this management of 
the credit policy is going to necessitate a change in those reserve 
requirements ? 

Mr. Martin. Well, I hope not. I have testified on a number of 
occasions that I think, for the growth that I foresee in the country, 
the reserve requirements—I will probably be picked up by the news- 
papermen on this—I think reserve requirements are too high. That 
does not mean we are going to change them tomorrow; but I think 
in terms of the long-term growth of the country, reserve requirements 
are on the high side at the present time. 

The two reductions in reserves that were made in 1953 and 1954 
have helped adjust them in that direction, but it is our objective always 
to see that the legitimate credit needs of the country are supplied. 

Under no circumstances do we want to completely starve the credit 
stream. 

Senator Witti1ams. Would you say this inflation of today was merely 
a continuation of the war born inflationary pressures of 1946 to 
1950? 

Mr. Martin. No. I think the inflation today is in a little different 
category than that. It is hard to put your finger on it, but as I said 
yesterday in answer to Senator Martin, we were worried about it, 
certainly I was worried about it, from mid-1955 on. 

I was not worried about it in the sense that I have been talking 
about it now. The spiral, the inflation spiral, it seems to me, seems 
to have begun about a year ago, in the summer of 1956. And there 
the important aspect of it was psychology, in the sense that there was 
general acceptance that gradually grew in the early stages of 1957, 
of the inevitability of inflation, and that is the most difficult thing 
to deal with, because now you are dealing with people’s expectations. 

I think the inflation which we had had previously did not have 
quite that spiral effect of expectation. It had the other elements in it, 
but the portion that has concerned me the most has had to do with 
this psychological aspect of the expectation of the inevitability of 
inflation. 

It just seems to me we have got to stop that. 

Senator Witu1ams. Do you have any theory to account for that 
psychology on the part of the people? 

Mr. Martin. Theories, I think, are very difficult. I think unques- 
tionably it was connected, and I do not know what point in time 
to place this, but it was connected with a conviction that spending 
was going to continue on an increasing scale, and a recognition of 
the fact that savings were not available in amounts to handle that 
level of spending. 

Now, at what point that took hold, I do not know. I suspect it 
took hold in around the turn of the year, 1956-57. 








1320 FINANCIAL CONDITION OF THE UNITED STATES 


Senator Wimu1ams. Do you think that was the result of a submis- 
sion of an extraordinarily high budget ? 

Mr. Martin. I think that was one of the factors in it. 

Senator Wiii1aMs. Do you think that the inflation in the period 
between 1946 and 1950, or the recent inflation which we are just 
experiencing, was in any way connected with the premature release 
of controls ? 

Mr. Martin. I think that that was a factor in it, yes. I think that 
you cannot—I think it is extremely difficult to analyze the transition 
from a controlled economy to a freer economy. It has to be taken 
in stages and in degrees. 

My own judgment was, and I expressed it at the time to the Con- 
gress, we would have been a little wiser, much as I disliked regulation 
W, if we had not released regulation W and regulation X quite as 
quickly as we did in 1952, along with all the other physical controls 
that were being released at that time. 

It is very easy to make statements about things that might have 
been done differently, but we did have an enormous buildup and 
increase in consumer installment credit as soon as those regulations 
were taken off. 

Senator Witt1ams. What year was that ? 

Mr. Martin. That was 1952. It was in June of 1952. 

Senator Witu1ams. What was your rediscount rate at that period ? 

Mr. Martin. In 1952, it was 134 percent. 

Senator Wiiu1aMs. Do you think that your low money rates at that 
time were a contributing factor, in looking back retrospectively ; that 
you perhaps made a mistake at the same time? 

Mr. Martin. I think you have to put that in perspective. I want 
to comment here, Senator, that the Trnaemey-Federal Reserve accord, 
which was adopted on March 4, 1951, was a transition to a flexible 
money policy. 

One of the elements in that accord was an understanding that in 
view of the heavy Treasury requirements, the heavy financing needs 
of the Treasury for the balance of 1951, that except in a cataclysmic 
situation we would not change the rediscount rate. 

When you are unpegging the market, you do not unpeg it in one 
fell swoop, and that applies to controls and everything else. You 
have to watch it. 

We have the responsibility to see that markets do not go completely 
haywire. We do not want the law of the jungle prevailing in markets. 
And when we embarked upon the unpegging of the Government securi- 
ties market, we faced for a couple of years the very difficult problem 
in which the ordinary criteria of money and oalit policy that we 
are trying to apply today could not apply, because we had to take it by 
stages. 

We had Government securities pegged at par and twenty-two 
thirty-seconds on the long end. They came down to about 9914, and 
then stabilized there for a while. 

It was our hope that perhaps the demand would strengthen at that 
point, and they did strengthen for a little while, and then later they 
adjusted further, when the demand for credit constantly grew. 

he point I am trying to make here is that, in the perspective of 
this period, I think probably we did not make a mistake in our dis- 
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count rate. I think our agreement with the Treasury there—and we 
always have to have the requirements of the Treasury in mind—were 
such that it would have been unfortunate for us to have adjusted the 
discount rate. 

And I think that understanding, which was a part of the Treasury- 
Federal Reserve accord, was an important part of it. I do not think 
you can apply the ordin: ary criteria to that period. 

Senator Wu1aMs. Speaking of that Treasury and Federal Reserve 
accord, the Federal Reserve has always been an independent agency ; 
is that not correct ? 

Mr. Martin. That is correct, sir. 

Senator WittiAms. And the T reasury acts in an advisory capacity. 
As I understand it, even in 1951, the final decision was with the Federal 
Reserve; is that correct ? 

Mr. Martin. That is correct, sir. 

Senator Wiis. At that time, you were with the Treasury or 
the Federal Reserve ? 

Mr. Martin. I was with the Treasury. 

Senator Wititams. When you speak of the accord you were able 
to reach, apparently referring to between Treasury and Federal Re- 
serve, would you say that Treasury had more to say about determin- 
ing the Federal Reserve policy then than they do today ? 

In other words, was that change in policy on the part of the Federal 
Reserve to susp vend the suppor ting of the Government bonds a decision 
of the Federal Reserve alone, or was that done upon the insistence of 
the Treasury, or what? 

Mr. Martin. Well, I cannot comment about the period prior to the 
accord. 

Senator Wic.1Ams. I am speaking about the accord, at the time. 

Mr. Martin. That is when I am speaking about, too. The accord 
was brought together in March of 1951. Immediately prior to the 
accord period, I had nothing to do with that aspect of finance. I was 
an Assistant Secretary in ‘charge of international finance. I con- 
sulted with the Secretary direc tly on the matter. 

Now, what understandings there were between the Treasury and 
the Federal Reserve with respect to pegging the market is not a com- 
pletely clear picture as far as I can see it. 

sut during the war period, an understanding had grown up between 
the Treasury and the Federal Reserve that, in the interests of winning 
the war, they would keep Government securities at a certain level. 

As we came to the 1951 period, after Korea, the early stages of the 
Korean conflict, you had a rather wild, almost hysterical period of 
buying and readjustments of everything that went on, and the Treas- 
ury was very anxious not to have the Government securities market 
unpegged. 

What those negotiations were with the Treasury and the Federal 
Reserve at that time, I am not in a position to say. 

Senator WitiiaMs. I understand that. But I would be interested 
in hearing about the part with which you are familiar, because as I 
understand it, you were in on the negotiations in 1951 

Mr. Martin. [hada 
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Senator Witu1aMs (continuing). When they suspended the pegging 
of the Government market, and I was just wondering whether the in- 
fluence of the Treasury was greater then than it is today. 

Mr. Martin. No; I would not say that. What we worked out with 
the Treasury then was not something that was entirely satisfactory 
to the Treasury. I do not know that it was entirely satisfactory to 
the Federal. It was a compromise. 

Senator Wiu1aMs. You would say that the relationships between 
the two departments are still good ? 

Mr. Martin. They are still extremely good. 

Senator Wiiu1aMs. In working out that agreement to suspend the 
Federal Reserve supporting of Treasury, as I understand it, a part 
of the agreement was, the Treasury Department was to call a previ- 


ously floated bond issue of about $16 billion, 214s; they were 25-year : 


bonds, in which they were called and refinanced at 234, with a proviso 
that each bondholder would have an option to convert those bonds 
into a 5-year certificate. 

I wondered what was the basis or reason behind that, of a prema- 
ture calling of a long-term issue, and floating it at a higher interest 
rate and putting an option on it which would make it possible to con- 
vert the entire issue into what at that time was recognized would be 
a higher interest rate than the other. Because, as I understand it, 
that was the beginning of the higher interest-rate policies. 

Mr. Martin. Well, that was to face up to the fact that there was a 
persistent overhanging of Government securities that were pressing 
upon the market; the sales during the period were large, $15 million, 
$20 million a day, and they were growing in volume and intensity. 
As the demand for credit grew, it became apparent that the entire 
flood of these longer-term securities was going to come into the market. 

So this convertible issue that you refer to was a device which we 
worked out in the Treasury-Federal Reserve accord, to remove that 
overhang from the market. In other words, to give an incentive to 
these holders of long-term bonds to stay in, give them a little better 
interest rate and stay in. 

If the market had firmed up, they would have a longer term piece 
of paper with 234 percent instead of 214 percent. If they wanted to 
get out at any time, they could convert into the 5-year security, and 
they would have a 114-percent marketable issue. 

It was a device to handle a specific situation that was overhanging 
the market. 

Senator Wiu1aMs. Well, what was there about that bond issue 
that made it any different from the other types of bonds which were 
outstanding? Because there were other 214s outstanding at the same 
time, and just what was there about this particular issue that made 
it 





Mr. Marttn. Well, the fact that you gave them a 234-percent in- 
terest rate and gave them the privilege of unlocking. 

Mr. Wiiu1aMms. I understand that. But what was there about this 
issue which made it necessary for the Government to favor this par- 
ticular issue more so than any other issue? It unquestionably cost 
the Government or substantially will cost the Government a sub- 
stantial amount of money. You pay more for the extra carrying 
charges on this issue over a 25-year period than you would have done 
had they not called it. 
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Mr. Martin. That was where the pressure was at the time. It was 
in the long end of the market. 

Senator Wiiuiams. But there were other long-term bonds out- 
standing; were there not? 

me Martin. Let me ask Mr. Riefler to refresh my mind on that 

eriod. 
. Mr. Rierter. I think it was offered in exchange altogether for the 
four longest bank-restricted issues. 

Mr. Martrn. It was offered 

Mr. Rrerier. They were the ones that were so large. 

Mr. Martin. They were offered for the 214-percent bonds. 

Senator Wriiu1aMs. Do you know any other instance in Government 
financing where they have called a long-term bond issue and voluntar- 
ily refinanced it at a higher interest rate? 

Mr. Martin. I think there are some instances, but I will check it 
for you, Senator. 

Senator Wiititams. And where it was called prior to the 20 years, 
prior to the maturity, and voluntarily financed at a higher interest 
rate. 

Mr. Maritn. Mr. Thomas points out it was not actually a call. It 
was an optional conversion. 

Senator WiitiaMs. That is true, but I would say that you had a 
100-percent conversion. Anyone who had a 214-percent bond would 
certainly convert it into a 234. 

Mr. Martin. Oh, no, we did not get anything like 100 percent. We 
did very well on it. I do not have the precise figures, but I can get 
them for you. And we did very well, but we did not get all of them 
by any means. 

Senator Witt1ams. You mean there are still some of the 214s 
outstanding? 

Mr. Martin. Oh, yes, indeed. 

Senator Witu1aMs. But they are exchangeable into these 114s or 
23/s. 

Mr. Martin. No. They were only at that time. 

Senator Wiiutams. According to the Secretary, I understood the 
bulk of them were transferred into 234s, and about $8 billion of them 
transferred into the 5-year certificates. 

Mr. Martin. The transfers to 5-year certificates have been sub- 
sequent. 

Senator WititaMs. That is right. 

Mr. Martin. There were practically none—— 

Senator WrnutaMs. At that time. 

Mr. Martin (continuing). At that time. 

Senator Witi1aMs. That is correct. 

Mr. Martin. But there are still some of those bonds trading in the 
market that were not converted at that time. 

Senator Wiiu1aMs. But the conversion rights remained with them; 
even today they remain? 

Mr. Martin. Oh, no. 

Senator Wiu1AMs. To convert into 5-year certificates? 

Mr. Martin. Oh, no. If you did not take it at that time, you were 
not eligible. 

Senator Wiii1AMs. I am sure you would know, but I wish you 
would put that in the record. 


93633—57—pt. 3——-8 
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Mr. Martin. I will. ; 
Senator WiiurAMs. Because that is not the information we received 


at the other hearing. 
Mr. Martin. I will, indeed. But I am quite certain I am correct on 


that. 

Mr. Riefler says you can convert the 234, if you converted them at 
that time, into notes. But if you did not convert at that time into 
the 234s, you have just the 214 percent securities. 

Senator Wiixt1ams. That istrue. But the 234s carries a continuing 
option. 

Mr. Martin. Oh, yes, if you converted it. 

Senator Witi1aMs. That is the point. 

I wish you would furnish at this point, if you can, any previous in- 
stance wherein the Government called a long-term bond issue and sub- 
stituted a higher interest rate. 

Mr. Marttn. I will check the records on that, Senator. 

Senator Wittrams. On a voluntary basis. Because this was a 
voluntary calling of a bond issue. 

Would you make any estimate as to the extra cost to the Government 


on that basis on that issue ? 
Mr. Martin. Well, I could take the amount that was actually con- 


verted at that time. 
Senator Wiii1AMs. Could you furnish us an estimate of that? 
Mr. Martin. We will put that in a memorandum. 
(The following statement was subsequently furnished by Chairman 


Martin :) 


There have been two occasions prior to the offering of the 234 percent invest- 
ment series B bonds in 1951 when holders of United States Government secur- 
ities have been offered a conversion opportunity into higher yielding issues. 
These were the issuance of the conversion 3-percent bonds of 1946 and 1947 
(dated 1916 and 1917) and the liberty loan convertible bonds put out during 


World War I. 
CONVERSION 3-PERCENT BONDS OF 1946 AND 1947 


Prior to the establishment of the Federal Reserve System, national banks 
had the privilege of issuing national bank notes collateralized by United States 
Government bonds deposited with the United States Treasury. United States 
Government bonds so utilized were those bearing the circulating privilege. With 
the establishment of the Federal Reserve System and introduction of a new 
circulating media, provision was made for a shift out of the national bank note 
circulation. To reduce national bank note circulation, Federal Reserve banks 
were authorized to buy the United States Government bonds bearing the cir- 
culating privilege and to use these bonds either as backing for Federal Reserve 
bank notes or to convert into other United States obligations without the cir- 
culation privilege. 

In 1916 the Secretary of the Treasury issued a series of 30-year, 3-percent 
bonds and of 1-year, 3-percent notes. According to the Federal Reserve Act of 
1913, the Federal Reserve System could buy 2-percent circulation privilege bonds 
from national banks at par plus accrued interest any time during the period 
December 18, 1915, to December 13, 1935. The Federal Reserve banks could issue 
Federal Reserve notes against these bonds or convert them, roughly one-half into 
the new 3-percent, 30-year bond, and one-half into 1-year, 3-percent notes. The 
Federal Reserve banks bought from the national banks $56,256,500 of the 2-per- 
cent bonds and converted them into $28,894,500 of the new 3-percent bonds and 
$27,362,000 of the new 3-percent notes. The new 3-percent bonds thus acquired 
by the Federal were then sold to the public at prices ranging from 9414 to 10314. 
This program ended with the outbreak of the war. 
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CONVERTIBLE LIBERTY LOAN BONDS 


The first and second liberty loan bonds of World War I, which were issued with 
coupon rates of 3% and 4 percent, respectively, were each made convertible into 
bonds bearing higher coupon rates. The terms of these liberty loans provided 
for convertibility if any subsequent series of bonds bearing interest at a higher 
rate should be issued by the United States before the end of the war with Ger- 
many. 

When holders of the 344s, dated June 15, 1917, exercised this option, they re- 
ceived the first liberty loan converted 4-percent bonds of 1932-47, dated Novem- 
ber 15, 1917. ‘These converted 4’s were, in turn, made convertible into any higher 
rate bond issues during the war. Conversions of these 2 issues were in turn 
converted into to first liberty loan converted 414 percent bonds during the period 
May 9, 1918, to June 30, 1925. Holders of the first 314s were also permitted to 
convert into the first-second liberty loan converted 414 percent bonds of 1932-47, 
dated October 24, 1918. 

The second liberty loan 4-percent bonds of 1927-42, dated November 15, 1917, 
were also made convertible into any higher rate bond issued during the war. 
This offer was good for the period November 15, 1917, to June 30, 1925. Asa 
result, practically all of the second 4’s were converted into second 414s during the 
period May 9, 1918, to November 9, 1918. As in the case of the first liberty loan 
bonds, this conversion privilege terminated June 30, 1925. 


INVESTMENT SERIES B CONVERTIBLE BONDS 


It may be of interest to note the circumstances under which the 2% percent 
investment series B convertible bonds were offered to holders of long-term 
2% percent Treasury bonds. 

The fundamental problem which both the Treasury and the Federal Reserve 
faced in the postwar period developed out of the serious issue created by the 
existence of a huge public debt in a period of growing private demands for goods 
and services. Liquidation of Government securities on the part of holders was 
an important source of funds for current spending and for credit expansion. In 
order to give some assurance to investors that their securities would not be 
subject to severe declines in prices and encourage the holding of such securities 
and to aid Treasury refunding operations, the Federal Reserve had been follow- 
ing a policy of supporting the market for Government securities. In view of the 
recurrent heavy demands for funds during the period, these purchases had the 
effect of monetizing substantial amounts of Government securities, creating bank 
reserves, and laying the basis for excessive credit expansion. 

Both the Federal Reserve and the Treasury recognized the dilemma presented 
by the conflicting problems of debt management and credit restraint in the infla- 
tionary situation which developed. Various measures were adopted through 
credit, fiscal, and debt management policies in an endeavor to restrict credit and 
monetary expansion, to retire debt, especially that held by banks, and to attract 
the investment of savings into Government securities, without withdrawing sup- 
porting pegs in the Government securities market. The problem came to a head 
during the Korean crisis and led to the accord. 

The following joint announcement was made on March 38, 1951, for publication 
March 4, by the Secretary of the Treasury and the Chairman of the Board of 
Governors and of the Federal Open Market Committee of the Federal Reserve 
System : 

“The Treasury and the Federal Reserve System have reached full accord with 
respect to debt-management and monetary policies to be pursued in furthering 
their common purpose to assure the successful financing of the Government’s 
requirements and, at the same time, to minimize monetization of the public 
debt.” 

It was agreed that there were both immediate and long-run factors which had 
to be taken into account in arriving at an accord, and that the purpose of the 
negotiation was to reach agreement upon policies that would reduce to a minimum 
the monetization of the public debt without creating an adverse market psychology 
with reference to Government securities. 

Consideration was given to the matter of long-term bonds overhanging the 
market and at the time being offered for sale daily in large amounts. It was 
agreed that a substantial portion of these bonds could be taken off the market 
by a Treasury offer to exchange for them a nonmarketable 2% percent, 29-year 
bond, redeemable at the holder’s option before maturity only by conversion into 








1326 FINANCIAL CONDITION OF THE UNITED STATES 


a 5-year marketable Treasury note. The 214-percent bonds were not called but 
were offered an optional exchange of this kind. The purpose of offering this new 
security, as announced by the Treasury was to encourage long-term investors to 
retain their holdings of Government securities, in order to minimize the monetiza- 
tion of the public debt through liquidation of outstanding holdings of the Treasury 
bonds of 1967-72. The Federal Reserve agreed to help the Treasury in explain- 
ing to large institutional investors the nature and purpose of this new issue. 
The extent of the acceptance of the offering testified to the success of this joint 
endeavor. 

On March 4, 1951, the Treasury offered the investment series B long-term 
nonmarketable convertible Treasury bonds of 1975-80 in exchange for $19.7 
billion outstanding 214-percent Treasury bonds of June 15 and December 15, 
1967-72. On April 1, 1951, about $13.6 billion of these 214-percent bonds were 
exchanged into the 2%4-percent investment series B bonds of 1975-80. In May 
1952 the investment series B bonds were reoffered for cash or for combined cash 
and exchange for a limited time for the June and December 1967-72 2'4-percent 
bonds and in addition for the March 1965-70 214-percent bonds and the March 
1966-71 214-percen+ bonds. The latter two 214-percent issues were outstanding 
in amounts of $5.2 billion and $3.5 billion, respectively. Additional exchanges 
totaling $1.3 billion were made into the investment series B bonds from the 
June and December 1967-72 214-percent issues and from the 24%4-percent bonds 
of March 1965-70 and March 1966-71. In addition $450 million of the 2%4-per- 
cent bonds were issued for cash. The investment series B bonds are convertible 
into marketable 114-percent 5-year notes at the owner’s option. A total of 
$4.8 billion of the $15.3 billion 2%-percent bonds originally issued have been con- 
verted into the 114-percent notes to date. Three of the latter issues have ma- 
tured and have been refunded into regular marketable issues. 

Taking into account the interest cost of the 23%4-percent bonds, the 114-percent 
exchange notes, and the issues into which 3 issues of the notes have been re- 
funded, the additional interest cost to the Government through June 30, 1957, 
amounts to about $15 million. Interest saved in the 214-percent bonds totals 
$2,279 million while interest cost on the convertible issues totals $2,294 million 
through June 30, 1957. These interest costs are divided as follows: 2%4-percent 
bonds, $1,978 million; 114-percent exchange notes, $258 million; and issues 
exchanged for maturing exchange notes, $58 million. 


Senator Wiitu1aMs. As I understand it, at that time this was a pro- 
gram which was worked out as a part of a planned program at that 
time to promote higher interest rates, on the basis that it would be 
better to aid and assist in controlling inflation; is that correct? 

Mr. Martin. No, I do not think so, Senator. 

This was used as a device to handle a money market situation that 
was fast developing into one we could not handle. This was not a 
part of a plan to raise interest rates. It was a specific handling of a 
situation that, if the demand for credit had declined in the next 5, 
6 months, or so, why, this would have been just something standing 
out. 

It was merely an adjustment to a market situation at the time. 

Senator Wiu1ams. When did your program become a part of a 
planned program to raise interest rates on the basis—— 

Mr. Martin. It never became part of a planned program to raise 
interest rates. 

Senator Wits. I understood in the beginning that you were 
speaking about part of your plan which was that you were leading the 
market on the basis that you felt it needed some restrictive controls, 
credit controls, and that you were at that time promoting more ex- 
pensive money in order to curtail some of this excessive expansion. 

Mr. Martin. Well, the lead, whether we are leading or following the 
market, it was the market forces that were the determining factors. 
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' Now, it is my contention that if we lead the market and the de- 
mand for credit falls away, then we are out in front and we have to 
» a fall back after a time to adjust to the market. 

Now, that is the fine line of judgment that we were discussing 
earlier with respect to these trends in the economy. But so far as 
: consciously trying to promote higher interest rates, that has not been 
our aim at all. And I keep stating this for the record because I 


Os 


= fo 


» a happen to believe it, that I favor as low interest rates as it is pos- 
0 sible to have without producing inflation. I am not in favor of high 
a interest rates. 
y | Senator Witt1aMs. I appreciate that. I did not mean to put the 
h | question in that manner. But you said that you promoted as high 
. o interest rates as necessary to combat inflation. And as I understood 
; it, your program a few months back was that you felt the inflation 
6 threat was such that you had to combat it with, which you did, with 
\e raising the discount rates. 
is Mr. Martin. We have to permit—yes, we raised the discount rate 
io | because the forces in the market were such that they would have been 
eo borrowing through the discount rate. And since we were keeping 
n- | the money supply at about a 3-percent growth factor in the economy, 
a- any additions to the money supply over and above that could have 
s done nothing but add to higher prices and add to inflation. _ 
. Senator Witt1aMs. Do you believe that the current inflation is due 
7, to causes which have developed since the end of the Korean conflict ? 
Is Mr. Martin. Yes; I think the current inflation is. After the in- 
x ventory recession in 1953-54, we had a period toward the end of 
os 1954 where mortgage financing and automobile ree blossomed 
into a full-fledged period of prosperity; and I think a great part of 
‘ne what we have been having is prosperity, but the seeds of inflation, 


at which we presently have, resulted from too much expansion and too 
’ much exuberance following that period and in that period. 

Senator Witi1ams. Would you say that the carrying over of the 
authority for issuing these 5-year amortization certificates was infla- 
at tionary ? oe A : 

Mr. Martin. I think in retrospect that it was inflationary. It 
was certainly one of the contributing factors to the exuberance in 
the economy. I would think that it was perfectly sound to have a 


“al better depreciation schedule than we had; but that taken with all the 

© other factors, it certainly was one of the factors that added to ex- 
uberance of the economy. 

Pa Senator Wiiu1AMs. Well, by the same token, do you think the fact 

: that Congress had just recently repealed that authority, would be 
+. deflationary ? 
wae Mr. Martin. I think it will tend that way; yes. 

; Senator Witt1amMs. You spoke a moment ago about the wide ex- 
oe pansion in the financing of automobiles and the financing of goods 
1s. in general through small-loan companies. 
ep In recent years, I noticed that many of our banks have established 


separate departments wherein they operate their own small-loan busi- 
he ness and financing. Do you think that is a healthy trend to encourage 
‘ that ? 


a Mr. Martin. Yes; I think it is all right. But I think it has to be 
watched very carefully. What the terms should be, and the handling 
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of it has been left to the individuals concerned. It seems to me that 
it is a perfectly sound business, provided it does not outrun the ca- 
pacity of people to repay; and that at that point an element of judg- 
ment that has to be exercised. 

Senator Wiiu1ams. Are there adequate Federal controls over the 
small-loan departments at these banks as of today ? 

Mr. Martin. I think that the small loan departments of the banks 
are pretty adequately covered in our examination procedures. We 
don’t use examination as a control, but we know what is going on in 
these operations. Our control of the banks is through reserves. 

Senator Wiu114Ms. You have no objections to the banks entering 
into this phase of operation ? 

Mr. Martin. None whatever. 

Senator Wit11ams. Do you think there is any danger in the existing 
trend of the extension of branch banking ? 

Mr. Martin. Well, that is a—branch banking, I personally 

Senator Wiiu1aMs. Let me put it this way: Do you think it is 
being overextended in mergers ? 

Mr. Martrn. I think the merger trend ought to be watched pretty 
carefully. I don’t think it is necessarily bad, but I think it has to be 
examined on an ad hoc basis, as we do with our supervisory authority, 
and I happen still to favor the dual banking system and believe that 
it is desirable to have as many small unit banks as it is possible to 
maintain. 

Under certain circumstances, however, I think that mergers are 
perfectly appropriate. The States have supervision over branch 
activity and there is no question but there has been an activity in the 
expansion of branches in recent years. Some of it is because of the 
growing need for capital and the inability of the smaller units to 
handle it. 

Senator Wiitrams. I notice you called our attention to the fact 
that in small towns the banks are being absorbed through mergers by 
the larger banks. Do you think that is a healthy trend or do you 
think there is more value in local ownership ? 

Mr. Martin. I think there is more value in local ownership. It is 
not a trend that I welcome. 

Senator Wiiu1AMs. Have you done anything about it, in your Fed- 
eral Reserve System, to frown on it, or made any recommendations to 
your members? 

Mr. Martin. Well, the Federal Reserve System is presently en- 
gaged in administering the Holding Company Act which the Congress 
— and we have struggled with section 7 of the Clayton Antitrust 

ct. 

One of my first problems when I came to the System was the famous 
Trans-America case, which we lost in the courts. But that is a problem 
that is on our agenda at least every week, I would say, in some form 
or ene It is a problem that we don’t have the complete answer 
to, but 

Senator Witu1ams. Would you say the present inflationary trend 
was the result of shortage of goods? 

Mr. Martin. At this particular stage, no. I think that a year ago 
that there were imbalances, taking steel as an example, where there 
were real shortages in certain types of capacity; and that those short- 
ages contributed at that time to the imbalances which have come about. 
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Now, I think that as we have gone ahead in this period, that those 
shortages are now—the only really basic shortage today, outside of 
certain types of skilled labor, is savings. I think that the orincipal 
shortage today is savings, and that some overcapacity has developed 
at the current levels for goods; but the demand for goods, at a price, 
is still substantially in excess of the supply that is available. 

Senator Wiuu1aMs. Do you think that the recent increase in steel 
prices was inflationary ? 

Mr. Martin. I do not know, Senator. I have tried to study that a 
little bit and I do not know. I have been reading Mr. Blough’s recent 
speech. It is a little bit of a question of which came first, the chicken 
or the egg. 

Senator Witu1aMs. That is what I was going to ask you first. 

Mr. Martin. Well, I just do not know. I simply say that when 
prices are rising, it does not make too much difference which came 
first, the chicken or the egg; the end result is that we have a higher 

rice. 

Senator Witu1aMs. I noticed that the steel companies attributed the 
rise in prices to labor, and labor attributed their demands to the rise 
in prices, and each say there is no relationship between the other, and I 
was wondering if you would 

Mr. Marttn. I am just not competent to solve that one. 

Senator Witu1aMs. Do you think that the escalator clauses in wage 
contracts are constructive ‘ 

Senator Bennerr. The Senator has agreed to yield to me, so these 
are words I am putting in his mouth. 

If we had not been in an inflationary situation, would either the 
wage increase or the price increase have been made so readily in the 
steel situation ? 

Mr. Martin. I don’t think so. 

Senator Wriur1ams. Do you think the escalator clauses in some of 
the wage contracts are good or bad for the economy ? 

Mr. Martin. There again, I do not know. I have no objection to 
escalator clauses, but I would say if the escalator clause in the long run 
contributes to inflation, it is bad for the worker, and it does not achieve 
its objective. 

Now, it is a device to recognize an increase in the cost of living; but 
if the overall cost of living gets away from us, I think that the person 
benefited by the escalator clause suffers also. 

Senator Wixtt1ams. Now, I am not sure I quite followed you. Did 
you agree with me? Do you think they are good for the economy or 
not ¢ 

Mr. Martin. I did not say—if they make inflation, I think they are 
bad for the economy. I am not certain that they do always make for 
inflation. 

I think that they have to be related to the individual industry and 
to the cost-price factors in that industry. 

Senator Wiiu1aMs. In your opening statement, I understood you to 
say that you felt that escalator clauses and cost-plus contracts were 
both inflationary and should be avoided. Am Tinerroronthat? Did 
I understand that to be 

Mr. Martin. I said they could be factors in inflation. I did not 
mean to take the categoric position that they always are. 
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Senator Witu1aMs. I notice in your statement beginning with para- 
graph 3, under B: 

The widespread existence in the economy of escalators which act automatically 
to transfer rising costs or prices into rising prices and costs— 
and so forth. 

Now, that is listed as one of the inflationary causes, and—— 

Mr. Martin. I have here under B: 

The tempo of interaction between rising costs and rising prices will be speeded 
up if the situation is characterized by: 

Senator WituiaMs. That is right. 

Mr. Martin. I think that is one of the factors that can speed it up. 
I did not mean to say that it always speeds it up. But it certainly 1s 
one of the factors that can speed it up. 

Senator Wiiu1aMs. That was the reason I was asking the question. 

Mr. Martin. Right. 

Senator Wi1aMs. Because it was my understanding that you had 
stated that. 

Do you anticipate a climb of Government expenditures in 1958 or 
1959? Of course, that is out of your department, if you would rather 
pass on it. 

Mr. Martin. I would rather pass on it, Senator. I do not know 
enough about the 

Senator Wiiu1aMs. I will go back into your department. Do you 
anticipate a climb in business activity in 1958 or 1959? 

Mr. Martin. Well, 1958-59 is too far off for me to make any cal- 
culation; but I would say that the longer range outlook for business 
is still quite good. 

Now, there may be some dips from time to time, but I am quite 
confident on the longer range outlook for business. 

Senator Witu1ams. You feel, if the Government can bring its budg- 
etary policies under control, we would have a reasonably good chance 
of controlling this inflation which is with us? 

Mr. Martin. I think it would be very helpful; yes, sir. 

Senator Wixxtr1ams. Would you say that it would not only be help- 
ee mean necessary—but it would be practically essential that 
we do 

Mr. Martin. Yes; I think it is practically essential ; yes. 

Senator Wiiu1aMs. Do you think one of the methods of doing that 
would be to maintain the present ceiling on the national debt? 

Mr. Martin. That is out of my field again, the management of the 
debt. I do not know what the answer is. There are some real prob- 
lems with the way taxes come in and the management of the debt, but 
l certainly favor keeping the debt down. 

Senator Wituiams. Well, based upon your experience in the Treas- 
ury Department, and, of course, your experience with the Federal 
Reserve System. 

Mr. Martin. I think a limitation on the debt is a very salutary 
thing, generally speaking. 

Senator Witu1ams. And a limitation is not any good unless it is 
maintained as a ceiling; is that correct ? 

Mr. Martin. That is corrcet. 

Senator Wiu1aMs. If it is going to be moved every time we approach 
the ceiling, then there is, in effect, no limitation ? 
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Mr. Martin. It certainly trends that way. 

Senator Wir1AMs. Do you think that the fact that in France infla- 
tion has reached the point where they have had to recently devaluate 
the French currency should be interpreted as a warning signal not only 
to us but to other countries at this time ? 

Mr. Marttn. I most certainly do. 

Senator Witi1ams. Do you think there is any danger that this 
devaluation will extend beyond France ? 

Mr. Martin. Well, I would not want to comment on that. I think 
that any country that spends more than it has is faced with a real 
problem, that sometimes the chickens come home to roost. I would not 
want to make any comment on any foreign country. 

Senator Wiu1AMs. I think you are correct on that, I will not push 
the point. But the effect, when one country is placed in a position 
where it must devaluate its currency, it inevitably has an effect on other 
countries; is that not correct ? ; 

Mr. Martin. That is correct. 

Senator Witu1ams. Do you not think that the fact that the Canadian 
dollar has been in recent months selling at the highest premium over 
the American dollar should likewise be interpreted as a warning signal 
to America ? 

Mr. Martin. It should certainly be interpreted as a warning signal 
in the sense there is an imbalance there. 

Senator Wiu1aMs. Do you not think it would be just as appropriate 
to say that the American dollar has declined 5 or 6 percent below the 
Canadian dollar as it is that the Canadian dollar is 5 or 6 percent 
above it? I mean maybe it protects our ego a little more to say that 
it is higher ; but, in effect, is that not what happened, that the American 
dollar is worth less than the Canadian dollar by 5 or 6 percent? 

Mr. Martin. I think that is what the effect of it is, yes; without 
getting into the technicalities of it. 

Senator Wiu1ams. It is only in recent years that that situation 
has prevailed ? 

Mr. Martin. Has prevailed. There are reasons for that on the 
investment side. But the effect is as you have stated. 

Senator Wir1amMs. Would you care to give us some of the reasons 
in order that we might have them in the record here at this time? 

Mr. Martin. Well. I think the reason is primarily the tremendous 
opportunity for investment in Canada and the confidence in the oppor- 
tunity for developing raw materials and minerals up there that has 
attracted a persistent flow of American capital to Canada. That is 
the basic cause of it. It has been almost an overwhelming flood at 
times. The volume up on their stock exchanges and in their securities 
markets in relation to ours has been proportionately greater, and 
that unquestionably has been the major factor in causing the disparity 
in the two currencies. 

Senator Wiri1aMs. Canada has done a relatively good job of bal- 
ancing their economy, too ? 

Mr. Martin. They have done a relatively good job; yes, sir. 

Senator Wiru1ams. Their tax rate is lower than ours, too; is it 
not? 

Mr. Martin. That I do not know. 

Senator Wirr1ams. At least they have been reducing their taxes in 
recent months. I know that isthe case. 
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Mr. Martin. I would be glad to have a little memo prepared on the 
Canadian situation and put it in the record. 

Senator Wiu1aMs. I wish you would. 

Would you also prepare for us—never mind. 

I wish you would do that. 

(Mr. Martin subsequently supplied the following :) 


RECENT CANADIAN BUSINESS DEVELOPMENTS 


During the last few years, economic developments in Canada have been roughly 
similar to those in the United States. The business adjustment of 1953-54 was 
even more limited in Canada than in this country, but the recovery there came 
several months later, in the spring of 1955 rather than mid-1954. In both coun- 
tries, the recent boom has been dominated by unusually heavy investment in 
business plant and equipment; in Canada, exploitation of natural resources— 
oil, iron ore, waterpower, uranium, and nonferrous metals—has attracted 
capital from all over the world. In addition, Canada has experienced a higher 
population growth, with heavy immigration supplementing new births. This has 
generated a strong demand for housing and public services. 

Canada’s rapid growth has led to record imports, especially since the fourth 
quarter of 1955. These imports, which have come principally from the United 
States, have provided capital and consumer goods for the Canadian expansion 
and have moderated inflationary pressures in Canada. 

Despite the heavy excess of imports over exports, the Canadian dollar has 
moved to the highest premium in recent history. A sustained inflow of capital 
from abroad, mostly long-term in character, has been more than sufficient to offset 
the trade deficit ; under the Canadian policy of letting the exchange rate fluctuate 
freely, in response to demand and supply on the exchange market, this inflow has 
boosted the value of the Canadian dollar in the foreign-exchange market. 

There have been three principal sources of capital flowing into Canada: (@) 
Direct investment by foreign interests in Canadian firms; (0) new cash issues 
floated in New York by local governmental authorities and Canadian businesses ; 
and (c) purchases of outstanding Canadian securities by foreigners. In the 18 
months between October 1955 and March 1957, Canada showed a current account 
deficit of Can$2,046 million offset by the following capital movements: Net direct 
investment, Can$639 million; net new security issues, Can$701 million; trade in 
outstanding securities, Can$300 million; other capital flows, Can$390 million. 
Canadian official holdings of gold and United States dollars rose by Can$16 mil- 
lion. Appendix table 1 shows the quarterly movements in this flow of funds into 
Canada since 1954. 

Since 1954, the Canadian authorities have made use of flexible monetary, 
fiscal, and debt management policies to promote economic stabilization. In early 
1955, both monetary and fiscal measures were designed to aid business recovery. 
Credit expansion was encouraged by a policy of monetary ease and bank rate 
was reduced from 2 to 1% percent in February. The budget for 1955-56, intro- 
duced in April, provided for a treasury deficit at the national income level 
existing at the time. 

With the rapid recovery of business activity in the second quarter of 1955, 
Canadian monetary policy changed from encouraging to moderating credit expan- 
sion. The discount rate was gradually raised to 31%4 percent, and the Bank of 
Canada persuaded the chartered banks to adopt a minimum level of secondary 
reserves equal to 15 percent of deposits and to restrict certain types of long- 
term lending. The banks’ loan expansion came to a halt in May 1956, but not 
before general loans had increased by 40 percent over their February 1955 level; 
this was the most rapid sustained bank-loan expansion in Canadian history. In 
addition, the volume of corporate, and local and Provincial government borrow- 
ing through the issue of new securities swelled to record proportions, reaching 
Can$1.2 billion net of retirements in 1955 and Can$2.3 billion in 1956. 

In November 1956, a policy of tying the discount rate to the weekly Treasury 
bill tender rate was adopted. As market interest rates continued to rise, the 
disccount rate rose correspondingly, reaching 4.28 percent on August 15, 1957. 
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At the present time, market interest rates in Canada are at postwar record 
levels and range from 0.4 to 0.8 percentage points above those in the United 
States. 

Fiscal policy has had a less active role in recent Canadian stabilization efforts 
than monetary policy. After the Korean boom, there were significant tax reduc- 
tions for fiscal years 1953-54 and 1955-56. The tax reductions for 1953-54 con- 
sisted mainly in eliminating a surcharge on individual income taxes and a re- 
duction in the corporate profits tax. Similar but small reductions character- 
ized the rate changes for 1955-56, introduced when the extent and timing of the 
economic recovery was still unknown. For 1957-58, there were smaller cuts in 
indirect taxes, reducing aggregate tax revenues by about 1 percent and still 
leaving an increased budget surplus. (See appendix table 2.) 

Because of differences in tax bases, exemptions, and income categories it is not 
feasible to compare directly Canadian and United States tax structures. Com- 
parison of the percentage of GNP absorbed by Federal taxes is more meaningful. 
In Canada, this percentage has averaged 17 percent for the past 2 years com- 
pared to 19 percent for the United States. It must be remembered, however, that 
the United States has felt it necessary to spend more than 50 percent of its budget 
on national defense compared with about 40 percent in Canada. The share of 
total tax revenue derived from individual and corporate income taxes is smaller 
in Canada than in the United States; in turn, however, excise and sales taxes 
are heavier. 

Prices in the recent boom in Canada have been much more stable than in the 
immediate post-World War II and post-Korean war periods. From 1952 to mid- 
1956, consumer prices remained virtually unchanged ; however, in the 13 months 
from May 1956 through June 1957, they increased by 4.3 percent, compared with 
an increase of such prices in this country of 3.6 percent. Wholesale prices have 
also increased in the past few years but at a slightly slower rate than in this 
country. 

In recent months, several soft spots have appeared in the Canadian economy— 
in particular, in housing, automobiles, and lumber products. The percentage un- 
employed has been slightly greater than in 1956, and the index of industrial pro- 
duction, seasonally adjusted, has declined slightly from its high point in Febru- 
ary of this year. Nevertheless, consumer prices and wage rates have continued 
to rise in the face of monetary restraint and a budget surplus. 


TABLE 1.—Canada: Selected balance-of-payments statistics 
Financed by— 

















Current | 
account Net Net new | Trade Other Changes Net 
deficit direct | security | in out- | capital | in eapital 
| invest- | issues | standing| flows | official flow 
ment | securities reserves! 
—_——- - — — — ] _ — -— — = — —— 
| | 
1954: | | | 
| Fos eee ae ee | —177 +92 +149 +20 | —80 —4 +177 
De oh cae ma naaida —195 +80 -9 +37 | +124 —37 +195 
BUR s cnducwnkiaesabaune cee +20 +47 —14 0 —15 —38 —20 
ail i leaden —80 +102 —19 +13 +29 —45 +80 
1955: | 
sw silt Seal da ls Saag si taal —185 +74 +21 | —19 | +38 | +71 +185 
erie a é | —163 +103 —51 | —1 +168 —56 +163 
a6 8 asks cece ddee —85 +92 +8 —18 | +10 | ay +85 
ee las le an Tel | — 265 +74 | —27 +36 | +146 | +36 +265 
1956: 
hitb shibeenweeaddantedeanses —363 +55 | +39 +61 +179 +29 +363 
Mr stan reece | —435 +164 +153 +53 +95 —30 +435 
OR eee ee | —204 +96} +151 +80 —118 —5 +204 
ala | —370 +170 +183 +40 +4 —27 +370 
WG seh Aste | —409 | +80 +202 +30 | +84 +13 +409 
| | { | | 


1 Minus denotes increase and plus a decrease in official reserves, 


Source: Dominion Bureau of Statistics, 
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TABLE 2.—Canada: Selected Federal budget estimates 











{In millions of Canadian dollars) 

Estimated | Estimated | Estimated | Planned Planned 

receipts at | amount receipts budget budget 

previous of tax after tax expendi- surplus 

year’s reduction changes ture (+) or 
rate deficit (—) 
Is ie cin dd sc abedes 4,710 —237 4, 473 4, 462 +11 
iis thestamicihinineeln asin onleatignaie tito Shidaee tlh 4, 500 —36 4, 464 4, 460 +4 
ao on wan cma eaieind pattem 4, 350 —148 4, 202 4, 362 —160 
ce 2. oda aban pibeanmenuetene 4,775 —12 4, 763 4, 650 +113 
Pe iexdds colt Suewchsswakee<eascand 5, 225 —55 5,170 | 5,018 +152 


Source: Budget speech of the Minister of Finance. 


Senator Wiiu1ams. When inflation hits a country, who is it that 
is hurt the most? 

Mr. Martin. I am convinced, Senator, that it is the little man that 
bears the brunt of inflation. 

The man who has small savings, small income, the white-collar 
worker, and the men at the older ages, with the pensions—those are 
the people who are almost defenseless. 

Now, as to the bigger operators, in the long run, of course, as I 
have tried to outline in this paper, everybody suffers from inflation. 
But in terms of its immediate impact, I think the primary sufferer 
is the small man. 

I think the best illustration of that is in the way that so many well- 
to-do individuals have been able to purchase securities and properties 
and one thing or another, and thus participate in the expansion, 
whereas the little man has been limited to a fixed income security 
largely, unless he has been willing to gamble pretty heavily with his 
small means. He is not in position to adjust to inflation as the larger 
individual is. 

Senator Wiri1aMs. Asa rule, the smaller individual has his invest- 
ments either in a pension fund, life-insurance policies, savings 
accounts, or Government bonds; isn’t that true ? 

Mr. Martin. That is correct. 

Senator WitiiAms. And the result of the American dollar losing 
one-half its purchasing power, is it not the net effect of that action, 
the destruction of one-half the savings of the American people? 

Mr. Martin. That is correct. 

Senator Wirtrams. As they are invested in those fixed-income 
items? 

Mr. Martin. That is correct. 

Senator WiiuraMs. That is all the questions I have. 

Senator Lone. Looking at these factors which you said contribute 
to inflation, I think it might be well to look at the labor supply. Dur- 
ing the first 6 months of this year, we averaged more than 4 million 
unemployed. In the years 1950, 1952, 1955, and 1956, there was less 
unemployment and less inflation. 

On this basis, would you say that we have too much strain on our 
labor force, or too much employment ? 

Mr. Martin. Could I get those figures again, Senator ? 

Senator Lona. Here is a tabulation that I made. Do you have a 
copy of Economic Indicators here? 

r. Martin. The most recent figures we have—I see. 
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Senator Lone. I will supply for the record here a tabulation of 
unemployment as a percentage of the civilian labor force for these 
years : 1952, 1953, 1956, and the first half of 1957. 

(The tabulation is as follows :) 


Here is a tabulation of unemployment as a percent of the civilian labor force: 


Year: Percent 
I as cs sce tc hs ani crn fl it ts ecw es cg Se as es eg heels 2.7 
tha hasuclesictiirma tactnce = ea ete eci peati nlabl onde cates ee tabled ges ebb ed ota aane a 2.5 
Stes th ial cep gs te cbidsiy discs incnetm ehtadalatee ate ia ae eee aia 3.8 
RM EE BA ROS Fieri sate tsetse eniicesind anna aan penance oa 4.1 


Mr. Martin. I would say that the record is quite good during this 
period. I am a little bit surprised at the 4.1 percent in the first half 
of 1957. I do not know what the precise figure on unemployment 
ought to be; and I am sure I agree with you that I do not want any- 
one to be unemployed. 

But by and large it is my view that we have had during these 
periods, 1952, 1953, and so on, that you cite here, what I would con- 
sider full employment. 

Senator Lone. Do you have Economic Indicators available to you? 

Mr. Martin. Yes. 

Senator Lone. If you will look at page 11. 

Mr. Martin. [ have got it. 

Senator Lone. You will see that, on the third from the last col- 
umn, allowing for seasonal adjustment, unemployment during the 
first half of 1957 has been more—has averaged more than 4 million. 
There is some improvement in the next succeeding month, I under- 
stand. Even so, this is a higher rate than we had in these other years 
which I have mentioned, when there was much less inflation. 

The question I have in mind there is: With approximately 4 mil- 
lion people unemployed, do we have any strain on the labor force 
that could be regarded as an inflationary pressure? 

Mr. Martin. Well, I have not analyzed these figures, but I feel, 
generally speaking, we have had full employment during this period. 
I do not mean everybody has been employed, but the level of em- 
ployment has been extremely high. 

enator Lone. Well, to illustrate what I have in mind, let us take 
the year 1952. We had about 1 percent inflation during that year, 
and we had 2.7 percent unemployed, which was about 50 percent 
less than the current figure, that is, there is about 50 percent more 
unemployment today than you had at that time. Or if you look at 
1953, which was a year in which there was very little inflation— 
there was less than 1 percent inflation that year—and then you had 
2.5 percent unemployed, which again would indicate about 50 percent 
more unemployment, at least, now. Or if you look at it the other 
way around, unemployment then was about one-third less than today. 

Would that at all indicate that we have any inflationary pressures 
today, as a result of shortage of the labor supply ? 

Mr. Martin. Well, you have to recognize that we had a—we have 
gone through a transition period in which there has been a lot of 
shifting of labor, and the removal of controls and shifts in the 
military program, and one thing or another, have caused a lot of 
shifts in employment of one sort or another that cannot be taken 
up quickly in figures of this sort. 
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But the principal labor shortages that I would see at the moment 
are all in skilled types of labor. I do not think there are too many 
of them, but I think that there are certain areas where the only way 
you can get certain types of technicians is to bid them away from 
somebody else. 

Senator Lone. Have we had, would you say, in any general sense, 
any inflationary pressure as a result of the shortage of labor supply, 
very recently ? 

Mr. Martin. I would think that in skilled labor there is, Senator, 
some. 

Senator Lone. Would you make that statement in a general sense 
with regard to labor, that there is a shortage of the labor supply today 
which is creating an inflationary pressure ? 

Mr. Martin. I would think so. 

Senator Lone. Well, can you support that statement, as compared 
to previous years, w hen we had 1 percent or less inflation, when the 
labor supply was as short as 2.5 percent unemployed, or far less un- 
employment than we have now—in other words, here we have the 
first half of 1957 a percentage of unemployment of 4.1; in 1952 we 
had 2.7; in 1953 we had 2.5. So the percentage now is one-half 
greater than in those years. Those were not regarded as inflationary 
years. In fact, the administration has taken “quite a bit of solace 
from those years, in saying those were years in which you had what 
might be called stability and that inflation was less than 1 percent 
during those years. 

Mr. Martin. Well, I would say that as indicated on the chart we 
had yesterday, that from April 1951 to April 1956 we had a reason- 
ably good record. I place this on a completely nonpolitical basis be- 

cause that includes a year and a half of the previous administration. 

Now, the point, it seems to me, on these figures is, that without 
quarreling with them, I think they do an awfully good ‘job in putting 
them together 

Senator Lone. Well, you are perfectly free to make your own 
calculation. 

Mr. Martin. No; I was not quarreling. 

Senator Lone. You and I are looking at the same publication. 

Mr. Martin. I was not quarreling with the figures at all. I was 
just making the point that in the shift that has occurred and the new 
opportunities that have developed with the advancing technology, 
that unquestionably it seems to me there are at the present time short- 
ages in labor, as I say in my statement here, where employers face 
rising costs by having to bid employees away from someone else of a 
skilled variety in order to handle their expansion. 

Senator Lone. Well, of course, have you not always had that prob- 
lem with regard to training skilled labor? Did you not have it in 
1952, in 1953, when we were developing new weapons and things of 
that sort? Did we not have the same problems then we have now in 
that respect ? 

Mr. Martin. Well, it is accentuated. 

The period, the post-Korean period, the period right after Korea 
was, in my experience in the Government, the worst I have ever ex- 
perienced. You had almost hysteria in the purchasing of goods be- 
cause the public had in front of them the recent war experience, you 
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see, and we were not adequately equipped to handle it so quickly after 
one war. 

Now, the early part of the post-Korean period was a period where 
we had to use all the weapons in our arsenal. The Congress promptly 
granted authority to invoke the price control and wage control mecha- 
nism at that time. But the thing got a head of steam on us, and we 
had a very difficult problem handling things through 1950-51. And 
then gradually it turned out that the Korean war was a different type 
of conflict than we anticipated it would be when we started. And I 
think that some mistakes were made in that period, too, by all of us; 
and certainly I think that money could have been handled a little 
less freely than it was in the early stages of the Korean conflict. 

Senator Lone. I would like to stay with this question of the labor 
force just a moment or two longer, because we always have a problem 
of training skilled labor. Even if we did not have any unusual sit- 
uation, we would have somebody die, and we would have to replace 
him and have somebody to train and take his place. But as long as 
we have an ample labor force from which to recruit the laborers and 
train them, I would not regard that as being any inflationary pres- 
sure, certainly not in a general sense. We may have need of some 
particular type of technicians, but I do not see that we have an 
inflationary situation if we have enough unemployment, or enough 
labor available so that labor can be recruited and trained for the 
job. Certainly the laboring man is not in any position to make any 
excessive demands for wage increases in a general sense when we 
have a considerable amount of unemployment, is he ? 

Mr. Martin. That is right. I think it is just a matter of degree. 

Senator Lone. Well now, the point I have in mind is that when you 
have a higher degree of unemployment now than you had in these 
years that were not inflationary, can we regard a labor supply with 
approximately 4 percent unemployed as having any genuine infla- 
tionary pressure upon our economy # 

Mr. Martin. Well, I think it has some inflationary pressure at the 
present time arising from its origin of a year ago. 

Now, this isa moving picture here. We have got from 1951 through 
1956, I think from April of 1951 to April of 1956, we did have a 
reasonable stability. Then I think the situation got a little bit out 
of hand in 1956. And the impact of the very valid point that you 
are raising is one that we will see in the next year or so. 

Senator Lone. I just have in mind at this moment the labor supply, 
and looking at the published figures in Economic Indicators, I see 
that we have had more unemployment during the first 6 months of 
this year than we had—that is, over the period—than we had over 
any year starting with 1952, with the exception of the 1954; and 
that year was regarded as being a recession era when we had 5 million 
unemployed. 

Mr. Martin. That is right. 

Senator Lone. That prompts the question from me as to whether 
we can regard the current labor supply as creating inflationary pres- 
sures. In January, you had 4.9 million; February you had 4.7 mil- 
lion unemployed; March, 4.3. Then down it dropped down to 4 in 
April and to 4 in May; then up to 4.8 in June. And I understand it 
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is going to come down by several hundred thousand in the next month, 
when the next Indicator comes out. 

I do not see how you can contend that we have inflationary pres- 
sures or a shortage of labor supply, when you compare this to the 
years which were not inflationary years, and when unemployment 
was a third less than it is now. It seems to me as though the labor 
shortage should certainly be regarded as being greater during those 
times, less available labor to employ, and I do not see how you con- 
clude on this basis that you have an inflationary labor situation now, 
certainly not compared with years where you had little or no inflation 
but far greater labor shortages. 

Mr. Martin. Well, now, I do not have the gross national product 
— but look at the increase in gross national product in the same 
period. 

Senator Lone. It seems to me that the crucial point would be the 
percentage of unemployment as against the amount of civilian-labor 
force available. Now, those are the figures that I gave you for the 
record. 

Mr. Martrn. That is right. 

Senator Lone. As to how productive these laborers are, that re- 
lates to the kind of machinery they have, or perhaps how long they 
are working, or how much overtime employment they are putting in, 
and I believe that the overtime is no higher now. We are not working 
people any considerable degree of overtime now, are we / 

Mr. Martin. No. That has diminished, but the reason I introduced 
the gross national product was that you have a tremendous shift in 
the whole content of the economy during this period, and I think your 
point is perfectly valid, but I do not think it can be done on a com- 
parative basis. You have got to relate all this to the achievements 
of the economy. 

Now, the last year from 1955 to 1956, as I indicated yesterday, you 
have more than $10 billion of the increase in your gross national prod- 
uct that has been merely a markup in prices without any additional 
goods and services. And that is a factor to be taken into consideration 
also in this picture. And I still think, as to the labor force, that we 
are in a condition of full employment, and certainly in certain skilled 
lines there is a shortage. 

Now, I agree with you that the availability of labor here and the 
educational—I think one of the great things in this country has been 
the educational facilities we have been providing. 

Senator Lone. It seems to me, when one asks the question, what is 
causing the inflation that we have now, and what has been causing it 
for the last 6 or 7 months, you just cannot say that it is the shortage 
of labor. There may be a shortage in some particular skills, but in 
general, labor is in more full supply now than it has been for several 
years. 

You have got to go back to 1954 to find a time when labor was in 
more full supply than now. 

Mr. Martin. I am not contending for a moment that labor is the 
only factor at the present time. 

Senator Lone. Aside from 1954, you have got to drop back to 1950 
to find a time when labor was in more full supply. 

You say—you do not contend that—— 
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Mr. Martin. I do not contend for a moment that labor is the pri- 
mary inflationary factor, but I think it is one of the factors. 

Senator Lone. You think that a shortage of labor is creating an 
inflationary pressure upon our economy at this time? 

Mr. Martrn. In certain skilled areas, yes; I think that they have to 
bid—I stated it in my statement here. I said: 
this general pressure has been expressing itself particularly in rising prices for 
services as compared with goods. Despite the existence in some lines of reduced 
employment and slack demand—I recognize that—many employers now face 
rising costs when they seek to expand activity by adding appreciably to the 
number employed. 

I think that is true, Senator. 

Senator Lone. Well, in some instances, of course, you have to pay 
more. But did you not have the same situation back to the Korean 
war? We have been having a shortage of these skills. I have been 
on the Armed Services Committee, and the Air Force has been com- 
plaining they could not get these skilled technicians because industry 
was buying them away from them. And did not that same general 
situation exist all through these previous years? 

Mr. Martin. Yes. But wages have been steadily going up during 
that period. So that the price factor, you see, has gotten into that. I 
am not criticizing the wages going up. 

Senator Lone. Wages have gone up, but did they not also go up 
during years like 1950 or 1953 or 1954 or 1955? 

Mr. Martin. I do not think they went up to the same extent. 

Senator Lone. Let us keep this in mind: It is one thing for wages 
to go up because a labor union calls their men out on strike and in- 
sists on a pay raise in order to go back to work. That is something 
you and I cannot do much about with monetary policy. 

Mr. Martrin. That is right. 

Senator Lona. But it is another matter for wages to go up because 
labor is in short supply, and to hire labor—and I do not mean just to 
hire a few skilled ones, but I mean to hire labor in a general sense— 
you have got to bid the price up because it is very difficult to get 
labor. 

Mr. Martin. That is right. 

Senator Lone. The point I am making is we had years where we 
had very little inflation; and the Administration, I think properly 
pointed to those years, and Secretary Humphrey in his testimony here, 
and I think he had a right to, pointed to those years as years of very 
little inflation. And during those years, there was a greater shortage 
of labor than there is now, and I am speaking of it in the general 
sense. There were times as low as 2.5 percent for an annual average 
for unemployment, which is a very low figure. And the point I have 
in mind that there is now no inflationary pressure with regard to 
a general shortage of labor, and there is no widespread shortage of 
labor as far as the availability of labor is concerned. 

Mr. Martin. I will agree with you on a widespread basis, I agree. 

Senator Long. In fact, it seems to me that, in a general sense, it 
would be desirable to increase employment at this time, when you look 
at your June figure of 4.8 million unemployed. I understand that 
the July figure will bring that down by 600,000. Even that would be 
4.2. And while there may be some adjustment made in the availa- 
bility of labor, reducing or increasing the labor force in ways which 
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might affect the figure, I should think that even at that figure it would 
be desirable further to reduce unemployment. Would you agree 
with that statement ? 

Mr. Martin. I would like to see unemployment reduced to the 
vanishing point, but I want the employment that occurs to be not 
of a temporary nature but of a permanent nature. And if you just 
get oversupply in some goods or temporary overcapacity—and it is 
only temporary, in the growth of the country as I see it today—you 
are going to have pressure then on profits, and there will have to be 
some reduction of prices or losses taken to remove inventory accumu- 
lated under those circumstances, and then you will be forced to some 
unemployment. 

Senator Lona. I do not share your hope that we are going to reduce 
unemployment to the vanishing point, Mr. Martin. I think we are 
always going to have some unemployment, even if it is people who 
have left one job to try to seek a more desirable job. And it does 
seem to me that there are inflationary pressures, if you try to get 
unemployment down below a million. I should think, when we are 
above about 2.5 percent unemployed, if labor is fairly well adjusted 
to the areas where we need it, that we do not necessarily have infla- 
tionary pressures. And I say that is based on years when you did 
have 2.5 percent unemployed, a very low figure, and yet we had very 
little inflation. I have particularly in mind the year 1953 which 
had that effect. There was a year with less than 1-percent increase 
in prices. 

Mr. Martin. Well, and by the end of the year 1953 you had an 
inventory recession underway, and then your unemployment rose to 
5 percent in the following year. 

Senator Lone. That is right; and that was the highest degree of 
unemployment that you had; that was regarded as a recession year. 
Certainly, no one is going to argue in that year that you had any 
inflation because of a shortage of labor supply. That was a year 
where you had an excess of labor supply, I would say. Would you 
not agree? 

Mr. Martin. That was a year where the adjusting process resulted 
in an increase in unemployment. 

Senator Lone. Well, it did not result in any inflation ? 

Mr. Martin. Oh, no. 

Senator Lone. Yes. That is the point I have in mind, that we 
could operate with a smaller number of unemployed by a considerable 
degree than we have now without having inflation, based on our 
actual experiences. 

I would like to look at production. Here is my tabulation, and I will 
hand you a copy of this. 

Mr. Martrn. This is from the President’s economic report, page 124. 

Senator Lone. Here is my tabulation of production increases, 1949 
to date, inclusive, in terms of annual average percentage change over 
the previous year, measured in uniform 1956 dollars. I would like 
to put that tabulation in the record. 
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(The tabulation is as follows :) 


Here is my tabulation of production increases 1949 to date, inclusive, in terms 
of annual average percentage change over the previous year, measured in uni- 
form 1956 dollars: 


Year: Percentage 
1949 to date, inclusive (average) 
1949 to date, inclusive, but excluding 1951 (average) q 
SOG be Gabe: Teenie asi oo a nk eee +3. 
1956 to date, inclusive 
2d quarter 1956-2d quarter 1957 
2d half 1956-1st half 1957 

(See p. 124, President’s Economic Report, also p. 2, Economic Indicators. ) 

Senator Lone. You could find that for all the years at page 124 
of the President’s Economic Report. That is my own tabulation of 
the percentage of change. I believe you can glance over that and check 
the accuracy of that calculation. 

Mr. Martin. I will certainly accept your figures, Senator. 

Senator Lona. I expect you to correct me if you find them wrong, 
Mr. Martin. 

Mr. Martin. I certainly will. 

Senator Lone. Because you have got some better calculators over 
there than I have in my office, and I am sure, when your people look 
it over, that they can correct it if it needs correction. 

Here is what my calculations indicate: From 1949 to date, the 
average increase in production, measured in terms of uniform dollars, 
was 4] percent. 

Now, during that period of time we had the Korean war, and we had 
a great increase during the year 1951. It would seem to me it might 
be well to drop out that year, if you wanted to arrive at what sort of 
increase you could expect in peacetime. And so if we drop out the 
year 1951, the average for 1949 to date, excluding 1951, would be 314 
percent increase ; or 1953 to d: ate, during this adminis stration, the in- 
crease has been 3.1 percent. 

Now, that accords with what you stated to be a desirable rate of 
growth, between 3 and 4 percent. 

In 1956 to date, inclusive, the increase has been 2.7 percent, which 
is less than 3. 

If you would refer to the Ec onomic Report on page 2—pardon me, 
the Economic Indicators on page 2, the picture can be brought for- 
ward. If you allow for the degree of inflation which has occurred, 
which is about 3.5, comparing the month of this year as compared to 
last year, or is a 3-percent increase if you compare the first quarter 
of this year to the average of last year, my calculation is that from 
the second quarter of 1956 to the second quarter of 1957, your in- 
crease in real production has been only 2.7 percent. 

Here is the final figure that I calculate. The second half of 1956 
against the first half of 1957, the increase is only 1.2 percent. 

“Mr. Rrerter. Is that annual, 2.4? 

Senator Lone. Perhaps annual 2.4. Would this indicate any in- 
flationary strain on our production facilities? 

Mr. Martin. I w vould say it certainly shows we are reaching ca- 
pacity. Our production index 
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Senator Lone. You say indications are we have reached our ca- 
pacity ? 

Mr. Martin. We are over our capacity, we are straining against 
our capacity in that sense. What I am trying to relate are these— 
well, I cannot relate all of these items here, Senator. These are only 
manufacturing. 

Mr. Tuomas. This is more comprehensive, his figures. 

Mr. Martin. Well, we certainly have been straining against the 
limits of our production capacity. And do not forget, as I pointed 
out earlier 

Senator Lona. It seems to me quite the contrary, that we are not 
producing because we are not consuming. 

We could produce a lot more houses, a lot more automobiles, a lot 
more consumer durables in things like washing machines or household 
appliances, which we are not doing; and we have 4 million people 
unemployed. 

Mr. Martin. And we have got demand for them at a price. But 
at the price level we have gotten up to 

Senator Lone. Let us see what the strain is on our productive facili- 
tiesnow. That is the point I have in mind at this moment. 

I attempted to calculate, for example, as against 1956, allowing for 
the price increases, where we stand in the first and second quarters 
of this year. It appeared to me, if you adjust your prices upward 
from the first quarter of 1956—looking at that, page 2 of the Economic 
Indicators, looking at what our production was at, say, $405.2 billion, 
do you see that second column there, first quarter 1956? 

Mr. Martin. Yes; I have got that first quarter. 

Senator Lone. $405.2 billion ? 

Mr. Martin. Right. 

Senator Lona. Then compare that to the first quarter of 1957, com- 
pare that to $429.1 billion. Now to see where you stand, however, you 
would have to make a calculation of 314 percent to allow for price 
inflation, which would cause you to add $14 billion to that first quarter 
1956 figure, which would give you $419.7 billion, which would show 
a 2-percent production increase in real terms from first quarter 1956 
to first quarter 1957. 

Now during that year, with a 2 percent increase of production, we 
had a 11% percent increase in our population. Would you call that a 
desirable rate of expanding our gross national product ? 

Mr. Martin. I would say that we are expanding our gross national 
product here—you are adjusting on prices there. You are taking 
314 percent; is that right? 

Senator Lone. Yes. You certainly cannot say—I mean by the time 
you look at your gross national product to see whether you are increas- 
ing or falling off, you have got to allow for the change in prices. 

Mr. Martin. Right. 

Senator Lone. And if you had a 314-percent price increase, and if 
your production figure in current dollars stays constant, your real 
production has declined. When you make that calculation, you get 
slightly more than a 2-percent increase in real gross national product 
in the first quarter of 1957, as against the first quarter of 1956; and 
you get even less increase if you compare the second quarter of 1957 
with the second quarter of 1956. 
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So that would show that our rate of increase in our gross national 
product has fallen off almost to a standstill. 

You do not regard that as a desirable situation; do you? 

Mr. Martin. Well, I want to see the gross national product ex- 
pand, but I also—you have to recognize that business has to earn a 
profit, and that 

Senator Lone. You are not complaining about business profits at 
this time; are you? My impression is they are in good shape at the 
present time. 

Mr. Martin. They are beginning to be squeezed, but the main point 
here is that you have got to have demand to take care of the products 
that are being turned out; it has to be there, and it has to be at a price 
that the consumer—who has money today; there is no question of the 
ability of the consumer to buy—that he will take. If you want to say 
you can produce—if you want to give away houses or if you want to 
give away automobiles, you can do that. 

Senator Lone. I am not trying to give them away. I am not pro- 
posing that. All I am discussing at this point is whether there is 
any inflationary pressure upon our productive capacity in this coun- 
try, based upon the average annual increase of 3 to 4 percent which 
you state is decirable, and a showing that the actual increase has been 
substantially below that, in fact, hardly keeping up with the increase 
in population so far as the expansion of our gross national product is 
concerned. Do you regard that as indicating any inflationary pres- 
sure upon our productive capabilities in this country ¢ 

Mr. Martin. Well, I cannot go on your statistical basis here. I do 
not think it is a statistical problem. 

Senator Lona. Now, that is not my statistical basis. These are the 
facts presented for you and me to look at, and to attempt to see where 
we stand, and to help us in analyzing what is happening and where 
we are going and where we have been. 

I am just attempting to convert these matters to constant dollars, 
just as the President’s economic indicators do when they make them 
available. They make them available right up to 1957, but we have to 
calculate ourselves from the year 1956 into 1957. 

Mr. Martin. Well, I cannot do more with it, Senator, than to say 
that 

Senator Lone. Well, there are the figures and they are published 
for that purpose, and they do not indicate that expansion; do they? 
They do not indicate that there is any pressure on our productive 
facilities that are exerting any inflationary pressures upon this 
economy ¢ 

Mr. Martin. Well, I just cannot concede that. I would have to—— 

Senator Lone. Well, you and I know what it is like to have in- 

flationary pressures upon our productive capacity; do we not? You 
just take the year 1942, when we increased our real production 
. almost 13 percent in a single year, as against this 2 percent this 
year. 
" Now, that is what you would call real inflationary pressure, when 
vou had tremendous pressures to produce, and that caused great price 
increases. We just do not have anything like that now; do we? In 
fact, we are well below, and I should imagine even distressingly 
below, what we would hope for, as far as our rate of expansion is 
concerned. 
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Mr. Martin. If you had a planned economy, you would seek a 
higher level than is projected by these particular figures; but you have 
to recognize here that you are quite correct in saying that a year ago 
or over you had this constant pressure in which the supply of goods, 
where there were shortages—that is the easiest way to think of it. 

Now those shortages do not exist today in that sense, but the con- 
sumer is not willing to take some of this supply at the prices at which 
they are being offered, and therefore you have temporary overcapac- 
ity coming into the economy that will only be absorbed by adjust- 
ments in prices of some sort or developing a market, marketing tech- 
niques to sell further products. 

Senator Lone. Do you think it is desirable that we should try to 
set into action a round of declining prices ? 

Mr. Martin. I do not think we set it into action. I think that is 
determined by the market. 

Senator Lone. Do you think it is desirable that we should have a 
fiscal or monetary or tax policy that should contribute to that result? 

Mr. Martin. We should have a fiscal, monetary, and credit policy 
that contributes to stability. 

Senator Lone. I mean either. 

Mr. Martin. That permits the market to operate; otherwise we 
have a completely controlled economy. 

Senator Lone. Wait a minute. I wanted to relate that to your 
previous answer, saying that goods are available, but they are at a 
orice that the consumer will not pay. Do you regard it as a desirable 
ouragenst policy, in any respect, whether fiscal, monetary, taxa- 
tion, or any other way, that we should try to set into effect a round of 
declining prices? 

Mr. Martrn. I have never advocated recession at any time. 

Senator Lona. Well, you used the word “recession.” I did not use 
it. I suspect that is what it would mean. 

Mr. Martin. I think you are quite correct. I do not quarrel with 
you as to the use of the word. 

Senator Lone. Therefore, it would be desirable, and I want to know 
if you agree with this, that it would be desirable that we should at 
this time have higher consumer expenditures at the existing price 
levels ? 

Mr. Martin. No; I donot think so. Ithink what we need today for 
plant and equipment expansion is more savings. 

Senator Lone. First perhaps I should have prefaced that by this 
question: Do you believe it would be desirable that our gross national 
product in real terms should expand more rapidly than our popula- 
tion ? 

Mr. Martin. I do not think you can relate population and the gross 
national product that precisely. But certainly if productivity 

Senator Lone. Why not? Because in time you have more people, 
you have got more mouths to feed, more to clothe, more to house, 
more to put in automobiles. Why not? Why should you not be 
able to state the desirability of increasing the gross national product 
more rapidly than you increase your population, so that living 
standards can rise. 

Mr. Marttn. If it can be expanded on a business basis, it is desir- 
able to do it. But if it is to be expanded without regard to whether 





FINANCIAL CONDITION OF THE UNITED STATES 1345 


the consumer will pay the price, without response to market condi- 
tions, I do not see how it can be done. 

Senator Lona. I am just trying to understand your answer. You 
tell me on the one hand that you do not think prices ought to be 
reduced. 

Mr. Martin. Oh, no, I have not said that at all. 

Senator Lone. You said you did not think we ought to do anything 
to contribute to a declining price level. 

Mr. Martin. I think the forces of the market produces that. _ 

Senator Lone. Fiscal policy, monetary policy, or any other policy 
aside, do you think a declining price level is desirable at this time? 

Mr. Martin. I do not say it is desirable. I say it is inevitable if the 
goods cannot be moved at current prices. 

Senator Lone. You are the one who used the word “recession.” 

Mr. Martin. I will stick to it. 

Senator Lone. Do you think it would be desirable for us to use any 
fiscal or any monetary policies that would head off a recession ? 

Mr. Martrn. I do not believe you can—there is no way, there is no 
magic to this. You cannot just turn on a lever and prevent adjust- 
ments. You cannot turn on a lever and crank it up. 

Senator Lone. Well, you testified here—and it took you some time 
to present it, a very learned statement—that you were using fiscal 
and monetary policies at the Federal Reserve Board level, which you 
as chairman 

Mr. Martin. We have no control over fiscal policy. 

Senator Lone. You were using monetary policies then; is that 
correct ? 

Mr. Martin. Yes. 

Senator Lone. Let us use monetary policies. You were using mone- 
tary policies in your effort to prevent inflation. 

Should you use your monetary policies, in terms of your respon- 
sibilities as you interpret them, to prevent a recession ? 

Mr. Martin. Why, if we could, we certainly will. We want to pre- 
vent either. But the point I am trying to make is that inflation 
precedes the recession; and that is just the reason why at the present 
time we have to come to grips with inflation. We are always fighting 
inflation. 

Senator Lona. Here is the thing we are discussing: We are dis- 
cussing the fact that, as of this past year, we have had a very inade- 
quate increase in our national production. And the question that I 
am attempting to get to is whether it is desirable that we should have a 
further increase in our national production, or our gross national 
product, so that it will increase more rapidly than we increase popu- 
lation? And I would like to see us increase it considerably more 
rapidly than we increase population. I would like to see us increase 
it around 4 percent on the upper end of the 3 to 4 percent that you 
say is desirable. 

Now that being a desirable result, the question I have in mind is: 
Is it desirable for us to use any efforts at this time to reduce consumer 
spending or restrain it ? 

Mr. Martrn. Well, we have to have more savings if we are going 
to finance the programs of Government—more savings if we are going 
to have to finance the State, local, municipal, county plans, if they are 





1346 FINANCIAL CONDITION OF THE UNITED STATES 


going to finance this education we both agree is so essential in terms 
of technology for the new type of skilled labor that is required. We 
have got to have 

Senator Lone. But now, on the other hand, if we are going to make 
more of the better things of life available—that is, in terms of more 
clothes, better food, better diet, better housing, more automobiles, 
more household appliances for our people—then we also need to in- 
crease our production, and in order to do that, we need to increase 
the consumption of consumer goods, do we not? 

Mr. Martin. Well, the consumer has to have the wherewithal to 
buy the goods. We could not oe him to spend his money. He 
is the one who has to determine what he needs and what he wants, 
and we can not just force “X” added production on the market with- 
out regard to his wishes. 

Senator Lone. Now, insofar as, and separating this item of infla- 
tion for a moment and looking at consumer spending only, insofar as 
a tight money situation, and a high interest rate situation, reduces 
consumer spending, is that a desirable thing at this time? 

Mr. Martin. Well, I contend that there is no tight money situation 
that is reducing consumer spending at the present time. 

The problem is that the consumer is spending at a colossal rate, and 
I think the phrase “tight money” is a misnomer. I think it is really 
loose money we have been having for the past year or so. 

Senator Lona. Is the consumer spending at a sufficient rate to en- 
able us to expand our production at the normal rate which you have 
advocated, between 3 and 4 percent ? 

Mr. Martin. It is not unless we have more savings that come into 
it—you have got to have plant and equipment. 

Senator Lone. I do not think you need at this point to condition 
anything. It looks to me as if you can look right there at the facts 
before you, and see whether we are doing it or not. You can take the 
next column, consumption expenditures, and see the extent that it 
has increased during the past year. 

Mr. Martin. I would say the consumer is spending quite adequately 
at the present time. The thing we have got to do is—we are not earn- 
ing enough through our production 

Senator Lone. How do you account for the fact that we have had 
so little expansion in our gross national product, although we have 
built all these new plants and have tremendously increased production 
capabilities, and yet we are hardly expanding production more rapidly 
than the population is increasing? How do you account for that? 

Mr. Martin. I account for part of it by inflation. 

Senator Lone. Well now, we just got through calculating for in- 
flation; that is how we found out that we have not gotten anywhere. 

Mr. Martin. Well, Senator, the only comment I can make on that— 
and I come back to it—is that inflation is a process; it is not something 
that you can calculate here as 314 percent and measure it from this 
point to the other point. This is a continuous process that is operating 
in a spiral. 

If we can project production for a constant level of increase, 3 or 
4 percent, without regard to the ebb and flow of markets, why then I 
think your thesis is perfectly correct; but I do not think you can. 

Senator Lona. Let me go back to this question I tried to get 
answered sometime ago, and perhaps we are ready to get an answer 
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to it now: On this showing—and these are the figures I have to show 
it, and I hope you can answer this question yes or no, but you do not 
have to—do these figures show any pressure on our productive capa- 
bilities of a genuine inflationary nature? 

Mr. Martin. Now, in terms of prices, I think it does. 

Senator Lone. Let us not talk about that just yet, let us talk about 
productive ability to produce to meet demand. 

Mr. Martin. Well, the demand is at a price, though. 

Senator Lona. In other words, I would like to separate these things, 
and that is the reason I started talking about the labor force. I want 
to talk first about our capabilities to produce, and I do not want to talk 
about the price at this moment. We will get to that later, and if you 
want to make a statement about that now or any other time, I will be 
glad to hear it. But I want to know if the facts before us, the 
facts in the President’s Economic Report, the facts in Economic Indi- 
cators show any pressure whatever upon our overall productive capa- 
bilities to indicate that there is an inflationary strain on our productive 
capabilities ? 

Mr. Martin. Well, if you are talking about can we produce more 
than we are producing at the present time, without regard to whether 
we can sell it at current prices, I think there is very 

Senator Lona. That is all I am talking about at this moment. 

Mr. Martin. All right. I think there are very few instances where 
you can show any strain on our capacity at the moment. 

Senator Lona. In a general sense, the answer is “No,” is it not? 

Mr. Martin. In a general sense, the answer is “No.” But on prices, 
I want to come back to it. 

Senator Lone. That is all right. I am not foreclosing you. 

Mr. Martin. Ataprice. Thatis right. I know you are not. 

Senator Lone. We will tackle this price issue. But as far as the 
production is concerned, there is no showing here that production is 
under any inflationary strain, is there ? 

Mr. Marttn. I would say that you are generally correct at the 
moment, 

Senator Lona. Now, I would like to discuss in somewhat greater 
detail consumer expenditures; and I have prepared a table, and I 
shall refer to how I calculated it, and here is one for the record. 

This is my calculation of the trend in consumer expenditures, 
annual average growth rate in uniform 1956 dollars. 





Trends in consumer expenditures, annual average growth rates in uniform 1956 


dollars 
Year Percent 
Bee 0: AS WIE OF TOOT nk se te at sp sient eee ol eee +3.7 
SION SO MRD cc csc ene sin rn basco sesarsa ors ss ts nhisbin iis ce i gmeseao teldialen +3. 3 
2d quarter of 1956 to 2d quarter of 1957_.-............_.........-..5.-- +1.7 
en ents WE SECS to Tet WIE Oe Deen cn he ose cae +1.4 


I derived that from two sources: One is from page 124 of the Presi- 
dent’s economic report. That is where I derived the basic figures, and 
I calculated the increases, which I do not believe you will find sub- 
stantially in error, if at all, in terms of personal consumption expendi- 
tures. You will see that as the second column. 

Senator Lone. On that page—that indicates that from 1953 on 
through the first half of 1957, our consumption expenditures increased 
at an annual rate of 3.7 percent in uniform 1956 dollars. 
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Now, that is in line, I have always contended, with the fact that in 
order to produce, you have got to consume—you have got to have buy- 
ing power in order to have production. 

Now, there you have an average of 3.7 percent, which is within the 
range that you referred to as desirable, between 3 and 4 percent. 

Take the average from 1953 through 1956, where the average is 3.3 
percent. Then, referring to page 1 of the Economic Indicators, 
and adjusting for price change, it appears to me that if you compare 
the second quarter of 1956 with the second quarter of 1957, that the 
real expansion rate is about 1.7 percent. 

Now, you can calculate that at some other time if you want to, but 
that is the information that is available to me. 

Mr. Martin. All right. 

Senator Lone. And I would ask you, assuming the substantial cor- 
rectness of those figures, does that not indicate that our consumption 
expenditures are not increasing at the level that would be desirable? 

Mr. Martrn. No, not a bit, Senator. 

I think that it shows that the savings trend is in the right direction, 
and that if we can continue to reduce those expenditures and increase 
our savings, we will be able to finance this plant and equipment expan- 
sion that will lead to a sound expansion. 

Senator Lone. It is not going to do us any good to have a lot of 
plants, if they do not have somebody to buy the stuff they are pro- 
ducing. 

It takes both; does it not ? 

Mr. Marttn. They have got to have the earning to pay, and you 
cannot just manufacture savings, you know. We cannot use bank 
credit to produce these buildings and plants. 

Senator Lone. Let me ask you—over here on about page 11 of the 
Economic Indicators, in terms of income, I think it ought to be there— 
just one second. Let us find disposable personal income in your 
Indicators. 

No, it is not on page 11. On page 6, there is a figure that I know 
is not satisfactory from your point of view, and it is not a desirable 
figure from mine. If you will look at the second to the last column, 
per en compare the second quarter of 1956 with the second quarter 
of 1957, you will see in the second quarter of 1956, per capita disposable 
income was $1,713. 

The per capita disposable income for the second quarter of 1957 
was $1705, and I would like for the reporter to put this particular 
column in the record. 

That is in terms of uniform dollars, which indicates that income 
after taxes for the average person on a per capita basis is $8 less this 
year than it was last year. 

Now, that is not desirable, is it, for this quarter ? 

Mr. Martin. Is there an adjustment of prices in that, Senator ? 

Senator Lone. That is in terms of constant dollars, in order to 
allow for the inflation of the dollar during that period. 

Mr. Martin. Well, that is an $8 loss, then, as a result of inflation. 

(The table previously referred to follows :) 
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Total disposable personal | Per capita disposable per- 
income (billions of dollars)!} sonal income (dollars) ! 


Population 
(thousands) * 
Current 1956 Current 1956 

prices prices ? prices prices 2 


538 
1, 279 
1, 261 
1, 359 
1, 465 
1, 512 
1, 568 
1, 567 
1, 635 
1, 708 
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et et et et et et et et 
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Seasonally adjusted annual rates 


1, 673 . 167, 150 
1, 703 , Ti 167, 824 
1,713 168, 594 
1, 735 169, 416 
1, 737 ; 170, 158 
1, 754 170, 859 


BEEBE 





1 Income less taxes. 

2 Dollar estimates in current prices divided by consumer price index on a 1956 base. 

3 Includes Armed Forces overseas. Annual data as of July 1; quarterly data centered in the middle of the 
period, interpolated from monthly figures. 

4 Preliminary estimates by Council of Economic Advisers. 


Note.—Series revised Sagan with 1954. For details, see Survey of Current Business, July 1957. 
Sources: Department of Commerce, Department of Labor, and Council of Economic Advisers. 


Senator Lone. Well now, you say as the result of inflation; but we 
have had some years of inflation, when the real per capita income 
nevertheless increased very greatly. In other words, we both increased 
our real income and had the inflation all at the same time, because 
the increase in dollar income ran way ahead of the increase in prices. 

That occurred all during the years 1939 on up, in fact, almost up to 
the present time. 

For example, let us just take—if you take the years during this ad- 
ministration, under President Eisenhower—let us give credit to the 
Eisenhower administration here—in terms of real dollars, every year 
starting in 1953, with the exception of 1954 when there was a slight 
falloff that year and we did not regard the recession as being desira- 
ble—but going forward then, 1950, 1951, 1952, 1953, 1955, we had 
increases. Then it increased in 1956 until we got to the latter part, 
and then it started falling off. 

This year we find, comparing one quarter to the other, here is a year 
we are just spinning our wheels so far as making any progress. That 
is not because of inflation, Mr. Martin, that is because of failure 
to produce; is it not? 

Mr. Martin. No, I cannot agree with you, Senator. 

Senator Lone. Well, suppose we had produced substantially more. 
We would have had more to share and more for everybody to buy. 

Mr. Martin. We have to come back to our price. If you could 
ignore prices it would be, perhaps 

Senator Lone. Suppose it had been a case of spending more and 
producing more. Suppose the automobile producers had more output, 
and the producers of household appliances had more, suppose we pro- 
duced more automobiles, household appliances, homes, clothing, any 
particular thing you might want to mention in terms of consumer 
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goods, and the people, having produced them, had proceeded to pur- 
chase them. We would not have this kind of showing of a falling off 
in real terms, inflation or no inflation; would we? 

Mr. Martin. Well, you are completely i ignoring the necessity though 
for using a portion of our income to come out of sav ings for the pro- 
duction of these items. 

We cannot use bank credit or borrowed money for that type of 
productive 

Senator Lone. Let us get around to that in a moment, because you 
have discussed that at considerable length here, and you have en- 
lightened us on that, perhaps, not enough, but I will learn more about 
that, I am sure. 

But, for the moment, ] want to talk about where we are going and 
whether we are making any headway. 

Here we have a showing that during this last year, without any tax 
increase, mind you, income after taxes did not keep up with the 
increase in the population ; ; did it? 

That is, comparing this quarter to the same quarter of last year, 
is what I am talking about. That is the figure. I do not make those 
figures. Those figures are made by responsible people who are doing 
their job from day to day as conscientious Federal employees, I 
assume ? 

Mr. Martin. Absolutely. They do an excellent job. 

Well, I think the cause-and-effect relationship which you cite and 
that I cite are just the opposite. That is the point. 

Senator Lone. Let me ask you this: Does not that, plus what I have 
been saying about the gross national product, indicate a desirability 
of more consumer spending? 

Mr. Martin. Well, but under the present demands for capital, I 
earlier this morning mentioned 

Senator Lone. Let us just leave the demand for capital out of it for 
the moment, because that might change the answer—and if so, why 
you are entitled to prove that. [Laughter.] 

But if we just leave the demand for capital out and say, based on 
these facts, separating the demand for capital at the moment, does 
not the slow increase of gross national product and the actual reduc- 
tion of per capita disposable income, without any tax increase—and 
that is the only calculation you make to find out what your disposable 
income is, you say, “How much did I make? What are my taxes, and 
how much have I left after taxes?” and that is disposable i income— 
now, without any tax increase, with disposable income going down 
rather than up, and with our gross national product hardly expand- 
ing fast enough to meet the increase in population, does not that in- 
dicate that there is a desirability for more consumer spending? 

Mr. Martin. No, not under present conditions, because you are 
taking out of this wheel 

Senator Lona. I asked you to separate this thing, that you want to 
explain, that makes all the difference, this price matter. 

{r. Martin. Well, the only point 

Senator Lone. This industrial expansion that you want to talk 
about, let us separate that for a moment. Let us just say that, based 
on those facts, without any reference to other things, standing alone 
without any reference to the industrial expansion problem, these 
trends are not desirable. 
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Mr. Martin. Well, if I accept your hypothesis, yes. 

Senator Lone. That it is desirable to have more consumer spend- 
ing? 

Mr. Martin. That is right, if I accept the hypothesis. 

But again, the point I am trying to make is, where we disagree is, 
that we cannot stop it at a given point and isolate these things. This 
is a circle, you see, this turning around. 

Senator Lone. Mr. Martin, it seems to me that you feel you are being 
led to an answer you do not want to give, and that you are afraid these 
facts add up to it. 

Mr. Martin. No. 

Senator Lone. Later on, as far as your argument about the in- 
dustrial expansion and the inflationary pressures that that creates, 
we can look at these other factors, and I think we should. But here 
are the facts before us, and it does seem to me the answer is fairly 
clear and obvious, as far as this particular point about consumption 
is concerned. 

I know you are not going to say it is desirable in peacetime to have 
a reduction in per capita consumer expenditures unless there is some 
major factor to account for that. 

Mr. Martin. I think it is desirable. 

Senator Lone. Let me ask you this: Do you think it is desirable to 
have less consumer spending if the result of it is less production ? 

Mr. Martin. Well, there again you are taking the wheel—if you 
could take any isolated point and project 

Senator Lone. You are the man who told it to me first. You are 
the one who told me here that you have less production because of 
people not being willing to buy, you say, at these prices. 

I say, “Is it desirable to reduce prices?” And you say, “No.” 

“Ts 1t desirable to increase prices?” And you say, “No,” if I under- 
stand you correctly. 

Mr. Martin. No. I think you are misquoting me a little. 

Senator Lone. Let me ask a second question. 

Do you say it is desirable to increase prices? 

Mr. Martin. To increase prices? 

Senator Lona. Yes. 

Mr. Martin. No; I have not said it is desirable. 

I say that the market forces are the ones that are going to control 
ultimately these price adjustments, and that neither you nor I can 
make them ; that there you are up against the operation. 

Now, if we could plan the economy in its entirety and ignore this 
problem of saving and investment, we could unquestionably just try 
to produce more goods, but the people want them at lower prices all 
the time. I just do not think you can do that in this production, 
consumption, and distribution scale. 

Senator Lone. We will be through by 10:30 here if you will just 
give me the correct answer. [ Laughter. ] 

All I am trying to get from you is just the answer as to whether 
or not it is desirable, one, to have a reduction in normal times of per 
capita disposable income where no tax increase has occurred from 
one year to the other ; that means, after taxes. 

Mr. Martin. Senator, would you object to letting Mr. Riefler com- 
ment on this? 
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Senator Lona. That is all right with me, provided you will claim 
the answers as your own. It is all right with me, Mr. Martin. 

Mr. Martin. I will claim it as my own. 

Mr. Rierter. This is a computation of per capita income in con- 
stant dollars. 

Senator Lone. That is completely correct. 

Mr. Rierter. They take the total income and divide it by per 
capita. Then they take out estimated price change, and get per 
capita. 

What it shows, if the figures are correct, and these are difficult 
things to get within fine margins—— 

Senator Lone. You are not going to accuse me of falsifying that 
thing, I know that. [Laughter. ] 

Mr. Rrmrter. No; but what it shows is less output per capita this 
year than last. 

Senator Lone. You mean less income per capita. 

Mr. Rrrter. Less output. 

Senator Lone. Both ways. 

Mr. Rrerter. So that would mean that productivity has fallen off. 

Now, that would be a very serious thing. I really think that you 
probably will find the explanation in the difficulty of making these 
adjustments so finely. 

ut to say that productivity has fallen off during the last year, 
that is what it shows 

Senator Lona. It does show that. 

Mr. Rierter (continuing). That would be a very serious thing, be- 
cause it is our productivity increasing that all these growth trends 
we are talking about are based on. 

Senator Lone. You are saying that if that is correct, it is not a 
desirable thing ? 

Mr. Rierter. If productivity is falling off, then we will not have 
growth trends. That is not due to lack of demand. I mean there is 
a general thesis that inflation impairs productivity. I do not really 
think that when you carry it all through 

Senator Lone. Well, we have had some of our greatest increases in 
production during some of our greatest periods of inflation. 

Mr. Rierter. When you had slack resources. 

This one starts with—well, you quoted 1942. There were slack 
resources. 

Senator Lona. Take the years like 1942. By that time you had—— 

Mr. Rrerter. Slack resources were still in existence. 

Senator Lone. You had 14 million men in the armed services. 

Mr. Rierter. But you were 

Senator Lona. And you started the war with 9 million unemployed, 
so you had to increase your labor force by about 5 million at the same 
time you were taking 5 million men more into the Armed Forces than 
you had in the unemployed when the war started. 

Mr. Rierter. And you released an enormous volume of labor from 
the sheer process of distribution. 

As the Government became the sole buyer or more nearly the sole 
buyer, there was a terrific release of personnel there. 

ella Lone. You also had tremendous increases during the year 
after that and the year after that, but you had inflation 
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Mr. Rrerter. Yes. 

Senator Lone. You had inflation, but you also had tremendous 
increases in your production at the same time. 

Mr. Rierter. Yes. 

You see, that is productivity—when you get into multiplying mil- 
itary items by millions of times, the productivity factor can come in 
quite fast, but that World War thing is a very different kind of 
business. 

Senator Lone. This thing of having an inflationary year, a year of 
inflation, where you had so little increase in production, is a very 
unusual thing; is it not ? 

Mr. Rierter. Well, it is something that accompanies 

Senator Lone. Can you tell me when it happened before ? 

Mr. Rrerter. It is characteristic of a hyperinflation, and it is a 
phenomena of a hyperinflation. 

I would be very surprised if the final figures when they all get 
corrected, if they would bear this out, because what this seems to show 
is a decrease in productivity during the past year, and at a time when 
so much plant improvement has come in. 

Senator Lone. It is a threatening sign; is it not? It is a bad sign. 

Mr. Rrerter. It would be a sign inflation was more widespread than 
T think it has been. 

Senator Lone. Can you point to any other year when you had 
inflation and a reduction, a falling off of production at the same time? 

Mr. Rrerter. Oh, yes. That is usually true of all extended periods 
of inflation. 

You see, people are not interested in producing the most efficient 
things. They are interested in making inflation profits, because when 
you actually get a reduction in productivity, there is an inflation profit 
involved. 

Senator Lona. I am just trying to get the answer to this question, 
and so far I cannot seem to get it, which seems to me obvious enough, 
and we wander all over the lot, but there is never a direct answer to this 
question. 

All I want to know is this: With 4 million people unemployed, our 
production increased 

Mr. Rrerter. Three. 

Senator Lone. Well, the last figure—— 

Mr. Martin. It is 4 percent you are quoting. It was 3 million. 

Mr. Rrerter. The number was 3 million. 

Senator Lone. Let me now see whether it is 3 million. I am just 
referring to the last published figure. I understand it came down last. 

Mr. Martin. Yours would be 3.3 million, then. 

Mr. Rrerter. 3.7 million. 

Senator Lone. June 1957, 4.8 unemployed, seasonally adjusted, 4.5. 

Did I say million, or percent? I thought I said it was 4 million 
unemployed. 

4.8 percent unemployed, as of now? 

Mr. Rrerter. Yes. It is 4.2 in July. 

Senator Lone. I do not have the July figure. I only have the pub- 
lished figure here. 

I have been asking for it, but I have not been able to receive it; 4.2 
percent unemployed, which works out to 3 million. 
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Four and two-tenths percent unemployed, an increase in production 
slightly more than the increase in the population, and an actual drop, 
an actual decline in disposable personal income, would it be desirable 
to have additional consumer spending if that meant additional pro- 
duction ¢ 

Mr. Rrerver. Well, those figures do not exactly jibe. They are a 
little inconsistent there. 

Mr. Martin. I still come back, Senator, to the point that under 
current conditions, the real need is for savings, not for consumer 
expenditures. 

Senator Lona. You are familiar with Prof. Sumner Slichter, are 
you not? You either know of him or you know him, one or the other? 

Mr. Martin. Yes. 

Senator Lona. He is well regarded by a great number of people in 
the field of economics. Here is a letter on August 8 of this year that 
he wrote to the New York Times. He says that: 


The figures— 
which I assume refer to these figures we are discussing here— 


The new figures show that the weak spot in the economy is now consumption, 
especially consumption of durable consumer goods— 


and I assume that relates to automobiles, household appliances, and 
things of that sort— 


and that this weakness exists in spite of a fairly good increase in personal in- 
comes. 

For more than 6 months the American economy has been merely marking time. 
Physical production in the second quarter of 1957 was virtually the same as in the 
first quarter, and between the last quarter of 1956 and the first quarter of this 
year there was only a negligible rise in physical output. 

As a result, total physical production today is only about one-half of 1 percent 
greater than it was in the last quarter of last year. Industrial production is 
even less today than it was 9 months ago and is not even 1 percent greater 
than it was in the spring of 1956—in spite of large outlays by factories and 
mines on new plant and equipment. 


He goes on down, and I will not read the whole letter, but it is all 
along that line, and he makes this statement : 

But the fact that the American economy has made virtually no progress in 
increasing production for over 6 months shows that the number one economic 
problem is not inflation—it is the problem of restoring expansion to the economy 
by persuading individuals to increase their spending, thereby creating markets 
for a larger volume of production. 

Do you agree with that statement ? 

Mr. Martin. No, I do not agree with it. He has got a billion 
dollar error in there. That is not terribly important, but it is true, 
but I do not agree with the statement at all. 

There is an answer to it from a life-insurance president today that 
I think is rather good. He says: 

In a time of relatively full employment as is the present, to state as does 
Professor Slichter in his letter of August 8 that the number one economic 
problem of the moment is “to restore expansion to the economy by persuading 
individuals to increase their spending” is to argue for an increas in the forces 
making for inflation. 

Senator Lone. Let me ask you this question: Do you think a life- 
insurance president can be an unbiased witness ? 

Mr. Martin. This is from an economist. 

93633—57—pt. 310 
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\ Senator Lone. I thought you said he was a life-insurance presi- 
ent. 

Mr. Rierter. He was an economist and a professor of economics a 
few years ago, and he has become the president of this life-insurance 
company. 

Senator Lone. He is president now. He is not their economist; he 
is their president. 

Well, I repeat the question, do you think that the president of a 
life-insurance company can plead from a position of an unbiased wit- 
ness in this situation ? 

Mr. Martin. I think so. I think he has got—— 

Senator Lone. Do high interest rates substantially increase the in- 
come of a life-insurance company ? 

Mr. Martin. Yes. But the depreciation of the dollar destroys 
entirely his business, and no one has more concern about the deprecia- 
tion of the dollar than a life-insurance company. 

Senator Lone. Nor has anybody more concern about the increased 
rates, do they ? 

Mr. Martin. No, I do not think that follows, Senator. I think 
the No. 1 problem for a life-insurance company, is making good 

Senator Lone. You say the witness would not be biased; that the 
increase in his income would not relate to his judgment ? 

Let us go ahead and hear the rest of it. 

Mr. Martin (reading) : 

With the level of expenditures for investment as high as they have been during 
the past year, where would industry have obtained the materials and labor to 
produce a higher volume of consumer goods? 

The really phenomenal thing is not that consumer expenditures have not 
expanded during this period, but rather that it has been possible to increase 
expenditures for investment so much without causing their decline. 

Perhaps later, when the current investment has resulted in an enlarged plant 
capacity, the need may then be to increase consumer expenditures in order to keep 
the enlarged plant running full capacity. But not now, when our economy is 
practically bursting at the seams. 

Senator Witi1ams. May I break in for a moment ? 

Senator Lona. Yes. 

Senator WituiaMs. I would just like to make the observation that 
this letter was written by one of Delaware’s outstanding economists. 

Senator Lone. That may very well be. 

I know the cigarette people hired themselves a mighty fine doctor 
to testify that cigarettes cannot give you lung cancer—and he said it 
was not conclusive, after he made a study of the findings. 

I would like to put Dr. Slichter’s letter in here. 

(The letter from Dr. Slichter follows :) 


[New York Times, August 8, 1957] 





FALL IN CONSUMPTION NOTED 
STIMULATING SPENDING DECLARED OUR PRIMARY ECONOMIC PROBLEM 


The writer of the following letter is professor of economics at 
Harvard University. He is the author, among other works, or 
What’s Ahead for American Business? 


To the Epiror oF THE NEw YorK TIMES: 


The figures on the state of the economy in the second quarter of 1957, recently 
released by the Joint Economic Committee, show important changes that should 
be of interest to businessmen and Government policymakers. The new figures 
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show that the weak spot in the economy is now consumption, especially consump- 
tion of durable consumer goods, and that this weakness exists in spite of a 
fairly good increase in personal incomes. 

For more than 6 months the American economy has been merely marking time. 
Physical production in the second quarter of 1957 was virtually the same as in 
the first quarter; and between the last quarter of 1956 and the first quarter of 
this year there was only a negligible rise in physical output. 

As a result, total physical production today is only about one-half of 1 percent 
greater than it was in the last quarter of last year. Industrial production is 
even less today than it was 9 months ago and is not even 1 percent greater than 
it was in the spring of 1956, in spite of large outlays by factories and mines on 
new plant and equipment. 

ACCOUNTING FOR LULL 


The present lull in business was originally brought about by the wise decision 
of many enterprises to reduce their inventories. But this cause does not explain 
the continuation of the lull through the second quarter of 1957. 

The unsatisfactory production record in the second quarter occurred in face 
of the fact that industry was producing more than it was selling, with the result 
that the physical volume of inventories rose in the second quarter by $1.5 billion 
a year. 

The crux of the difficulty has been the reluctance of consumers to spend their 
growing incomes. Personal incomes after taxes rose by $4.2 billion a year 
between the first and second quarters. But personal consumption expenditures 
increased by only $1.1 billion a year and buying of durable consumer goods 
actually dropped by $900 million a year 

The small rise in consumer expenditures was not enough to offset the rise in 
prices, so that Americans actually consumed a smaller physical volume of goods 
in the second quarter than in the first. 


INDUCEMENTS TO BUY 


Sooner or later Americans will undoubtedly spend nearly all of the increase in 
their growing personal incomes. But at the moment, many consumers are evi- 
dently paying off old debts while waiting for industry to offer better goods at 
more attractive prices. 

The job of getting individuals to spend a larger proportion of their incomes, 
and thus ending the present stagnation of the economy, is obviously not one that 
the Government can do. Only business firms can persuade people to spend a 
larger proportion of their incomes. 

But the fact that the American economy has made virtually no progress in 
increasing production for over 6 months shows that the No. 1 economic problem 
of the country is not inflation—it is the problem of restoring expansion to the 
economy by persuading individuals to increase their spending, thereby creating 
markets for a larger volume of production. 

SuMNER H. SLIcHTER. 

MADISON, WISs., July 31, 1957. 

Senator Lona. I take it, then, you do not feel there is anv desirabil- 
ity for increasing consumer spending? I take it that would be your 
view even if that should mean increased production ? 

Mr. Martin. I think the important thing at the moment is to in- 
crease savings. That has to come out of the consumers. 

Senator Lona. Since you mentioned that subject of increased sav- 
ings, do you believe th: at it would be desirable to increase consumer 
savings even in order to finance plant expansion, even though this 
means a considerable reduction in consumer spending resulting i in a 
considerable reduction in production of consumer goods at a time 
when we have a large amount of industrial expansion, that is, indus- 
trial facilities, to spare? 

Mr. Martin. I do not think we have a large amount to spare. I 
think you have got to recognize the size of this e economy. 


Senator Lona. Let us consider this. 
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Here we are producing 2 million automobiles less than we are capa- 
ble of producing. We are producing far less than we are capable of 
producing in terms of household appliances. : 

We are producing 20 percent less houses than we are capable of 
producing, and real income is not increasing because the public is not 
buying, and you pointed out yourself that seems to be one of the 
reasons it is not increasing. 

Do you really feel that, even if it means that there should be a fur- 
ther reduction in real income—that it, income after taxes, income of 
the individual—we should nevertheless try to take from consumer 
spending additional savings, even though that means a reduction in 
production and a reduction in personal income? 

Mr. Martin. I do not think it would mean either of those, Senator. 

I think that the problem here is the turn of this wheel that we are 
talking about. Now, I put down here in my statement, and I will 
stand on it, that the volume of savings and investment permits con- 
tinued expansion of productive facilities at a rate consistent with 
growing consumption demands. 

Now, this population is growing 

Senator Long. Let us just refer to that statement for a moment 
since you want to use that. 

You say you are talking about permitting us to expand our plant 
and equipment, as I understand it, relative to consumption demand; 
is that correct? 

Mr. Martin. Well, your problem here is that people have to—there 
is a time element in it, with a growing population and a growing con- 
sumption demand 

Senator Lone. That is just it. There is no growing consumption 
demand. You are the one to say that here it is lower than it was on 
a per capita basis, and it ought to go still lower. 

Mr. Martin. No: we are talking now about real income. 

Senator Lone. That is right, because if you use the inflated figures, 
it looks as though it might have increased, but it has not. 

Here we are at a standstill, showing the actual reduction in per 
capita income in terms of real dollars—that is, in terms of constant 
dollars—and here you are saying that it would be good to further 
reduce it and that this would meet growing consumer demand. 

I do not understand that. There is growing consumption demand, 
I believe is the term you used. Well, it is not growing; I mean, it is 
getting less rather than more, according to this. 

Mr. Martin. No; it is growing, but the demand—the problem 
that you have here is that the demand for these products is offset by 
an enormous requirement for plants and equipment expenditure for 
the production of these products in all lines, not just the lines that 
you mentioned, but across the board, and that is in excess of our avail- 
able savings, so that if you create bank credit to supply that, why, you 
are just endangering the deposits of everyone. 

Senator Lone. Well, now, let us just look at this for a moment. 

If you make additional funds available for the expansion of these 
plants and facilities, then you must have more funds available to pur- 
chase more goods and commodities than are being produced today; 
must you not? 
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Mr. Martin. But the price factor comes into it. This money sup- 
ply, then, if you are going to say that the way to increase production 
is to increase the supply of money, when there is an inadequacy of 
savings—— 

Senator Lone. Let us take it step by step. 

Mr. Marttn. There is no other way to do it. 

Senator Lona. You are the one who told me the way to increase 
production is to increase consumer spending. 

Mr. Martin. No. 

Senator Lone. Didn’t you? 

Mr. Marrtrn. No, I have never said that. 

Senator Lone. Did you not make this statement here that this 
failure to expand our gross national product to any considerable de- 
gree, and this failure to increase our per capita total income, related 
to the fact that consumers were not willing to buy at present prices? 

Mr. Martin. Do you want to comment on this, Mr. Riefler? 

Mr. Rrerter. Yes. 

He brought in the fact that when you talk about a specific line, like 
automobiles or appliances, or something where you have more capacity 
than current demand, you must remember that there the consumers 
were not buying that larger output, potential output, because possibly 
of a price factor. But, for the total situation, not at all. The point, 
in general, is that the labor force, employed labor force, is very much 
larger than ever. 

We do have output at capacity. Now, some of these things are 
curious. 

One of the things that has happened this last year apparently is a 
tremendous or a very appreciable shift in demand toward services. 

If you look into the employment figures, it is the service sector where 
the growth of employment is. 

If you look at the price series, it is the service component where 
prices are going up faster. So that it looks as though there is a shift 
toward the services in what the consumer is demanding at the present 
time. 

Now, it may be that that helps explain your other dilemma also. 

It may be true—and I do not know this—it may be true that pro- 
ductivity has not increased in the provision of services as much as it 
has in the output of factories. It isin the output of factories that you 
get the effects of the new machines, increasing productivity. 

Senator Lone. Well, productivity has fallen off because of lack of 
demand for the product. 

Mr. Rrerter. No. 

Senator Lone. Lack of money to buy it, one way or the other. 

Mr. Rierter. The consumer is spending his money, and prices are 
going up. There is no question that prices are high. Prices could not 
go up unless they were spending. 

Senator Lone. You are producing 20 percent less homes. 

Mr. Rrerter. But the prices are up. 

Senator Lone. At their peak. 

Mr. Rrerter. The prices are up. 

Senator Lona. I know prices are up. 

Mr. Rierter. That shows that people are spending their money. 
Prices could not go up if people were not spending their money. 
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Senator Lone. But they are buying less. 

Mr. Rierier. Because the prices are higher. 

Mr. Tuomas. They are buying less in constant dollars. 

Mr. Rieruer. They are buying less in constant dollars, but not less 
in actual dollars. It may be that these figures that show a decrease in 
productivity, after correction for price changes, may represent a shift 
of demand to an area where there has been less increase in produc- 
tivity. The thing you were bringing up earlier about 1952 or 1953, 
and the last part. of 1951, where - you had this abnormally low per- 
centage of unemployment at a time when prices were not rising, that 

was a period in which you were getting a very rapid increase in the 
efficiency of merchandising, that was the per iod in which the discount 
house was coming in, and that sort of thing, cutting the distributive 
margin, and part of the fact, part of the explanation, of that period 
that you could have rapidly rising wages without a reflection in prices, 
was the increase in the efficiency of distribution that was taking place. 

Now, at the present time, these figures sort of seem to indic: ate that 
you are getting a reverse effect in the efficiency of distribution; that 
as demand shifts toward services from factory output, you get when 
you divide through you get a general productivity factor, - you get a 
decrease in per capita income in constant dollars. That may be an 
explanation. 

Senator Lone. Well, you can answer this question if you want to, 
or your assistant can, but my impression is, perhaps, we are talking 
about a different definition of productivity. 

To me, when you have got the ability to produce 20 percent more 
houses than you are producing, the definition that I would ordinarily 
use of our productivity would not cause me to think 

Mr. Rrerter. Physical output per capita. 

Senator Lone. You are not able to sell them or move them. But 
you certainly have the ability to produce them. 

Mr. Rrerter. People are always shifting their demands, according 
to what it costs. They could buy houses or vacations. This year 
they are buying more vacations than ever before, even though they 
are buying less houses. 

Senator Lone. If you look at the overall figures, they are very 
revealing. The overall figures are, so far as personal consumption is 
concerned, show that it has not expanded the way that you would 
expect it to, even when you include your increased purchase of per- 
sonal services in there. 

Mr. Rierter. Well, the necessity for increasing savings to finance 
these larger capital expenditures, must necessarily be reflected in a 
decrease in the rate of expansion of personal spending. That is just 
mathematics. 

Senator Lone. Well, the hour of 12:35 having arrived, Mr. Martin, 
T assume 

Mr. Martin. [ have plenty of time. 

Senator Lone. I was hoping we would be through at this time, but 
I still have several things I had hoped to get to, and I hope we will 
be able to cover them tomorrow in, perhaps, a half hour or so. 

Mr. Martin. I will see you at 10:30? 

Senator Lona. We will recess until 10: 30. 

(Whereupon, at 12:35 p. m., the committee recessed to reconvene 
on Friday, August 16, 1957, at 11: 25 a. m.) 
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INVESTIGATION OF THE FINANCIAL CONDITION OF 
THE UNITED STATES 


FRIDAY, AUGUST 16, 1957 


Untrep Srates SENATE, 
CoMMITTEE ON FINANCE, 
Washington, D. C. 

The committee met, pursuant to recess, at 11:25 a. m., in room 312, 
Senate Office Building, Senator Russell B. Long presiding. 

Present: Senators Byrd (chairman), Long (presiding), Carlson, 
Bennett, and Jenner. 

Also present: Winfield Riefler, assistant to the Chairman, Board 
of Governors, Federal Reserve System. 

Elizabeth B. Springer, chief clerk; and Samuel D. MclIlwain, 
special counsel. 

Senator Lona. The committee will come to order. 

Mr. Martin, I would like to talk a little bit about the independence 
of the Federal Reserve Board. You made the statement in your pre- 
pared statement that the Federal Reserve Board apparently had an 
obligation to follow the administration with regard to administration 

olicies, and that it was not independent of them, but that it nonethe- 
food exercised its own independent judgment with regard to the way 
that those policies should be implemented. Would you elaborate upon 
that, as to your understanding of the degree to which the administra- 
tion fixes its policy with regard to employment, and with regard to 
direction of our economic and fiscal policies, and the degree to which 
the Federal Reserve Board exercises its judgment ? 


STATEMENT OF WILLIAM McCHESNEY MARTIN, JR., CHAIRMAN, 
BOARD OF GOVERNORS, FEDERAL RESERVE SYSTEM—Resumed 


Mr. Martin. Well, we feel ourselves bound by the Employment 
Act and by the Federal Reserve Act. And in the field of money and 
credit we consider ourselves to be, regardless of what the decisions of 
the administration may be—we consult with them but we feel that we 
have the authority, if we think that in our field, money and credit 
policies, that we should act differently than they, we feel perfectly at 
liberty to do so. 

Senator Lone. In other words, you feel that you have freedom 
- ppemening what you believe to be the full employment policy of the 
aw 

Mr. Martin. That is right. 

Senator Lone. To adopt policies that may not be the policy of the 
administration itself ? 

Mr. Martin. That is right. 
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1362 FINANCIAL CONDITION OF THE UNITED STATES 


Senator Lone. And you feel that there is the right within the Board 
to adopt a policy that may be completely at variance with the attitude 
and the direction of the policy of the administration ? 

Mr. Martin. Well, I wouldn’ say that—we will discuss it at con- 
siderable length. 

Senator Lone. You have the right to disagree with them? 

Mr. Martin. Exactly. 

Senator Lone. And you believe that the Federal Reserve Board, if 
it does disagree, has the right to pursue a policy that is completely con- 
trary to the policy that the administration proceeds to follow, not 
meaning that you are doing this or that you have done it, but that you 
feel that under the law you do have that right ? 

Mr. Marttn. Under the law we feel it is our prerogative; yes, sir. 

Senator Lona. At the same time you believe, if I understand it 
correctly, that you should in a sense persuade them that the policy 
that you are pursuing is the correct policy, and that their policy should 
be consistent with yours, and that you should make your views avail- 
able to the Executive for the Executive to persuade you if possible that 
the policy that the Executive is pursuing is the policy to which you 
should direct your activities ? 

Mr. Martin. That is right. 

Senator Lone. At the present time, if I understand it, the testimony 
from the executive branch has been that their policy is consistent with 
the policy that you are pursuing? 

Mr. Martin. Well, I think in a broad sense that is correct. We 
have differences of opinion—differences of judgment with respect to 
our actions. 

Senator Lone. Yes. Has the administration of recent date, the 
spokesmen for the Treasury Department or the President in any 
other capacity, been urging you to take a position or adopt a policy 
contrary to the one that you have been pursuing ? 

Mr. Martin. Well, over the last year there has been no pressure, 
Senator, such as saying, “If you do not follow this policy, we will 
drop you out of office.” 

They have tried on a number of occasions to persuade us that we 
should not take action which we did take, but it was a perfectly 
friendly discussion and honest disagreement, not about broad policies 
so much as about timing and judgment with respect to whether it was 
a wise course for us to pursue under present conditions. 

Senator Lone. Could you give us some indication of recent deci- 
sions and recent actions that the Board has taken which you feel were 
not the policy that was recommended or was, perhaps, contrary to 
the attitude that you believed that the administration would have 
taken if it had been charged with the same responsibility that you 
have? 

Mr. Martin. Well, I think the most glaring instance of that was 
in April of 1956. Pursuing our method of cooperation, I began dis- 
cussions with Secretary Humphrey. In February of that year Gov- 
ernor Balderston and I had a meeting with Secretary Humphrey 
and there was a disagreement as to the nature that the economy 
was developing. We were so convinced; we discussed it with 
various people, and in a series of meetings from about the middle of 
February until the last week in March. 
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By the last week in March the position in the Federal Reserve— 
which was not a 1-man operation; you see, the 12-bank directors were 
considering all aspects of this—was that it would be wise for us to go 
up in the discount rate. 

I think Secretary Humphrey subsequently testified that his judg- 
ment, at that time, was that the timing was poor, but that he was not 
opposed to the long-run objective. 

We finally reached a point where there was no meeting of the minds 
that could be had, and there was nothing for the Federal Reserve to 
do except to go and act. And we acted. 

Senator Lona. Since that time, the discount rate has been advanced 
several additional steps, has it not ? 

Mr. Martin. It has. And it has been discussed persistently with 
the Treasury and with the Council of Economic Advisers and others 
in the administration. And we benefit a great deal from these dis- 
cussions with them, just as we benefit from the meeting here before 
this committee, getting the different points of view. 

Senator Lone. Are you free to say whether there was a divergence 
of opinion on the subsequent increase in the rediscount rate? 

Mr. Martin. In some degree I think there was. There was no pres- 
sure put on us not to do what we did. Everything was very friendly 
and amicable, but I am inclined to believe, to be honest, that if it had 
been handled by the administration it would have been handled dif- 
ferently. 

Senator Lona. Are you inclined to believe that the administration 
would have been more rapid in advancing the rediscount rate or less 
rapid ¢ 

Mr. Martin. They would have been less rapid, although I want to 
be very fair in this and say at one point, early 1955, I think, the 
administration probably would, if they had had the authority, or 
might have gone up and at that time we were opposed to going up. 
It has not been a one-way street. 

Senator Lone. As of yesterday, the Government paid more than 4 
percent interest on their 90-day indebtedness ? 

Mr. Martin. That is correct. The rate was 4.17. 

Senator Lone. 4.17? 

Mr. Martin. Yes. 

Senator Lone. Can you tell me when was the last time that the rate 
on a 90-day indebtedness was that high ? 

Mr. Martin. To be correct, it should be noted that this 4.17-percent 
issue was not for 90 days—it was 237 days. 

Senator Lona. 237 days? 

Mr. Martin. Right. We will have to look up the “last time.” It 
has been a number of years. 

Senator Lone. Do you have any off-hand recollection, just an im- 

ression that you could give us, for the moment, how long back it has 
Ben since you paid that much ? 

Mr. Martin. It would be probably in the 1930’s. Mr. Riefler says 
the newspaper account said 1933. We haven’t checked it. We will 
check it and give it to you for the record. 

(The information referred to is as follows :) 


On March 6, 1933, a 98-day Treasury bill was auctioned at an average interest 
rate of 4.26. 
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Senator Lone. That is an extremely high burden for this Nation to 
assume, to pay interest at that level, is it not ? 

Mr. Martin. It is a high rate; yes, sir. 

Senator Lone. And if we had to refinance our entire national 
debt, recognizing that the long-term bonds draw higher rates than 
the short-term obligations, do you have any idea as to how much 
that would increase the cost, so far as the interest charges on the 
Government debt are involved ? 

Mr. Martin. I haven’t, Senator. You see, you cannot say that the 
long-term rate will be or become the overall rate, but what we are 
dealing with here is a rate that may well be the high for a long time 
to come. It also may not be. But by and large if you are talking 
about refinancing the whole debt and making an estimate of the 
cost, you are making a projection of a rate of activity and a flow of 
spending i in money that just may not be in existence a year from now. 

Let me just close on that by saying that this particular rate was 
not set by the Treasury. It was bid for in the open market. 

Senator Lone. Let us just return to some of the matters o were 
discussing yesterday, with regard to this item of inflation. I didn’t 
expect the point to be made yesterday, when I said that per capita 
personal disposable income has declined in the second quarter of 1957 
as against the first quarter of 1956, and when you suggested that Mr. 
Riefler should comment on that subject, that the slowdown of produe- 
tion might be explained and that the actual decline of per capita 
income might be explained on the basis of a decline in productivity. I 
do not think that was the cause in any respect, and if you are at all 
under that impression I believe we ought to nail it down right here 
and now. 

I have prepared a statement on that subject, which I think it might 
be well for you to read. You might read it, and then I will read it to 
you, because I think it analyzes this subject matter. I do not believe 
it leaves any doubt whatever, and I have the facts here to prove it, 
that there has been no decline whatever in productivity. 

Productivity is the output per man-hour worked, and therefore 
productivity is a measure of efficiency or technology. If the slow- 
down in total output and the corresponding decline in per capita 
consumption was due to cessation of growth in productivity, then we 
would not have the steep increase in unemployment, the virtual aban- 
donment of the overtime worked, and the greatly excess plant capac- 
ities in almost every major line. 

All of these trends show that productivity is continuing to increase. 

But total production is not increasing accordingly, with conse- 
quent unemployment of manpower and of plant, because consumer 
demand is not growing rapidly enough to make full utilization of the 
increasing productivity. 

It is just because productivity is increasing that we have the eco- 
nomic power to continue to raise the standards of living, and it is just 
because productivity is increasing that the only alternative to a 
corresponding expansion of production and consumption is rising 
unemployment, unused plants, and ultimate recession. 

I cannot understand the confusion on the part of the Federal Reserve 
Board as to the distinction between productivity and production. 

Is there any inclination on the part of Federal Reserve to believe 
that there has been, or is a decline in productivity ? 
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Mr. Rrerter. I think I stated I doubted whether it was that. What 

I said was that there had been a shift toward services in the expendi- 
ture of disposable income, and it might be that that would have that 
effect in the aggregate. 

It might be that services had not been increasing their productivity 
over the past year. I questioned the validity of the whole position 
in using statistics quite so finely as they were being used. Statistics 
actually show that there was a very big increase in money demand 
over the past year, even on a per capita basis. It increased from 
$1,703, did it not, to $1,754 ? 

Now, that is an increase in money demands. It showed that money 
demand was much larger even on a per capita basis than last year. 

Senator Lone. First, let us settle this matter of productivity. 

Mr. Rrerter. I think I said I doubted whether productivity had 
decreased. I doubted if the figures showed that. 

Senator Lone. You suggest that might explain—— 

Mr. Rrerier. I said 

Senator Lone. That that might explain the fact the disposable in- 
come on a per capita basis has declined. I would like to ask Mr. Martin. 

Mr. Rrerter. Disposable income is not down. It is only when you 
divide it by the price index that you find a decline. The figures say 
here disposable income, per capita income, has increased from $1,702 
to $1,745. That is what the figures show. 

Senator Lone. We will have to go back to page 6 of the economic 
report. 

Mr. Rierter. Disposable income, second quarter 1956 

Senator Lone. Do you want to take credit for the inflation—I 
take it ? 

Mr. Rierter. Disposable income has increased. 

Senator Lona. Disposable income ? 

Mr. Rierter. On a per capita 

Senator Lone. Measured in terms of constant dollars ? 

Mr. Rrerter. Then you are taking 

Senator Lone. Listen, just wait until I ask a question, and after I 
ask the question, answer. It is more difficult to direct a question 
toward Mr. Riefler because Mr. Riefler insists on talking while I am 
talking. After I get through asking my question, answer. 

I am trying to examine the Chairman of the Board. If you want to 
comment on it, that is all right, because you are the one that suggested 
here that there was a decline in productivity. The Chairman said he 
would accept your statement. 

It seems to me that is one of the worst misstatements you have made 
yet, but let me just nail this down. Here is page 6, where we have the 
computation of per capita disposable income, and those who prepared 
it in about three different places in the Economic Indicators have gone 
to the trouble of calculating it by making the correction to allow for 
inflation, or deflation. So that you can look at the thing in terms 
of constant dollars. 

That is why we have this second column on per capita, one in 
terms of current prices which can be completely seletentliohe because 
it does not take into account inflation which has occurred or deflation 
that might have occurred in one period against another. 

Then a second column is prepared for a very good reason, so you 
can see what happened in terms of constant dollars, what hap- 
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ened allowing for the difference in purchasing power. There you 

ave in the second column, which I put in the record some time 
ago, your second quarter figure of the personal disposable income— 
second quarter 1956, $1,703, second quarter 1957, $1,705, which is an 
actual decrease. That takes into account increase in population; it 
also takes into account inflation as it occurred during the last year. 

Now, it was you who suggested, Mr. Riefler, and the Chairman 
adopted that as his answer, that perhaps this could be explained by 
a decline in productivity. I think that we better dispose of that to 
see if there is any decline in productivity. You suggested it. You 
did not offer any support of it, other than to talk about services. I 
think we had better get the facts in the record on productivity. 

Here is one phase of it, but first I think we ought to put in the record 
the figures on productivity so far as labor is concerned. Here at 
page 148 of the report of the Joint Economic Committee, 85th Con- 
gress, 1st session, is the record of the output per man-hour in manu- 
facturing. And I will make these figures available to you here: 
from an index of 111.6 in 1951, based on 100 as of 1947 to 1949 average, 
the index rose; 1952, 115.3; 1953, 119.7; 1954, 123.6; 1955, 130.0; 
1956, 133.5. And the information I have is that from early indications 
in 1957—the figures are not yet available—it will show a continuing 
increase. There is a steady increase in productivity so far as man- 
hours in plants are concerned. Here is the record so far as production 

er man-hour in agriculture, which shows a similar increase. 

And I will put these two tabulations in the record, and those are 
taken one from page 148 of the Economic Report and the other from 
the Department of Agriculture. 

That indicates a steady rise in productivity per man-hour of labor, 
does it not? 

(The tabulation referred to is as follows :) 


Output per man-hour, manufacturing (Joint Economic Committee, June 1957, 
p. 148) 
[1947-49=100] 


BOL wtiickiimansnn 281,98) 20g seins. s4 Ae a ae 130. 0 
i EEE REARS NN I ieee higtect inte TE EO chm anpseniigaiemccrst apes 133.5 


Note.—LEarly 1957 figures indicate much faster gain than from 1955 to 1956. 





Real output per man-hour (Department of Agriculture) 
[1947=—100] 
SINE ich coipingt-ewartnds RM | Dia xm decir ecniane cite tas Dire LAGS 6 <wicncipin minis 149. 7 
Bi Ractiner oRntatiarnipiaes DGS 6 DP Rainy Gam eee Rs Ot iO keostnn ie creto ie 154. 8 


Note.—Based on (1) agricultural private product, as appearing in President’s Economie 
Report, p. 126; and (2) adult male workers in agriculture, appearing at various places in 
Department of Agriculture publication entitled “Agricultural Production and Efficiency.” 


Mr. Rierter. So far as these industries covered by the computation 
is concerned, yes. 

Senator Lona. One covers “all manufacturing” and the other covers 
“all agriculture,” and that I think pretty certainly indicates, so far as 
all manufacturing and all agriculture is concerned, there is a steady 
increase in productivity per man-hour. 

Here is an article from Business Week, July 13, 1957, which is 
pretty current, which shows that “Output lags as capacity grows,” 
with regard to practically every major industry. In fact, this general 
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statement is made with regard to industry, and I would like to read an 
excerpt or two from it: 


Industrial production is down, industry’s productivity is up, and the growing 
gap between the two is made up of expensive manufacturing plant that isn’t 


fully used, some of which may be obsolescent and expensive to operate, perhaps, 
but unused nevertheless. 


In a few industries, the gap has been growing for more than a year. In most, it 
has increased largely in the last 6 months. Before the beginning of the year, the 
chief factor causing the growth in the gap was rapid addition of extra productive 
capacity. But, since the beginning of the year, while industry has kept adding 
to its capacity, production itself has slipped. 

Is that in accordance with your understanding of the economic facts 
of today? I will ask Mr. Martin that. 

Mr. Mauers. That production has slipped? It slipped slightly 
on our index, but not on the longer run. We could put into the record 
our general index, but we have just readjusted our index for June, I 
think to 144, which is about 3 points higher than a year ago. It is 
about three points higher than a year ago. 

Senator Lone. Is that after allowing for the price increase—that is 
after you allow for inflation, I take it ? 

Mr. Martin. That it is real ? 

Senator Lona. That is in terms of dollars. 

Mr. Martin. It is in real terms—actual physical output. 

Senator Lone. Let me just go forward with this: 

Industry generally prefers to operate in normal times—periods other than 
war and similar emergencies—at about 90 percent of productive capacity. The 
extra 10 percent of its plant is normally under repair or in reserve. But since 
the end of 1956, industry’s overall production has slipped from an estimated 85 
percent to 81 percent of capacity. 

Does that accord with your understanding? 

Mr. Martin. Well, I do not know on the precise figures, Senator, 
but production has held at a very high level. I do not think that there 
can be any doubt of that. 

Senator Lone. How about the unused capacity—do you have the 
impression at the present time we have more than a normal amount 
of unused plant capacity ? 

Mr. Martin. No, I do not think we have more than a normal amount 
of unused plant capacity. I think the situation is one in which the 

people are trying to spend more than they have, which means there 
is demand for more goods than in the aggregate is available. That is 
the controlling factor. Otherwise, we would not have the constant 
price rises that have been going on. 

Senator Lone. I think we should make this correction, between 
discussing a genuine classic inflationary situation such as occurs in 
wartime, and the type of situation that we have now. In wartime, 
we have business requiring funds and making expenditures, we have 
Government requiring expenditures, enormous expenditures for war 
purposes, and we also have consumers requiring funds and making 
expenditures. 

he demand becomes so excessive that you simply do not have 
enough production available to meet all of those requirements. And 
that is the situation such as we had back during World War II, where 
the productive facilities were simply not able and not capable of 
supplying goods to meet all of the enormous amount of purchasing 
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power that was being turned loose, and we made every possible effort 
to build up savings on that basis, consumer savings, to postpone 
purchases until the time when the productive facilities were available 
to meet consumer demands. 

By contrast, this situation that we have now is one where the require- 
ments of business, and I can include all industry in that, consumers and 
Government, are not in excess of productive capacity, in fact, are far 
below our productive capacity. And the figures are here to demon- 
strate it. an you appreciate the difference between those two sit- 
uations ? 

Mr. Martin. I appreciate the difference between the two situations, 
but I cannot agree with you in your analysis of the current situation. 

I think we have obviously a situation where the cost of living has 
risen for 10 consecutive months, and where prices are moving upward. 

Senator Lona. Right. 

Now we are trying to explain that. We are trying to see what 
is causing it. 

Yesterday we did dispose of one thing. I hope we are going to 
dispose of all of them. But yesterday we did dispose of one. The 
current inflation is not caused by shortage of labor, that is, by a general 
shortage of labor. And I thought we disposed of that. 

What I am trying to settle now is whether the inflation is being 
caused by any shortage of productive capability or productive plant 
and facilities, plant and equipment. And here is a general statement 
from Business Week. Let me read specifically, and see if this accords 
with any of your understanding of any of these industries: 

Steel mills worked at about 87 percent of capacity through the first half of the 
year— 
that would mean, I take it, this year— 
though the rate has been around 80 percent lately. (The preferred rate: 96 
percent. ) 

There they are producing at 80 percent, when the preferred rate is 
96 percent. Is that in accord with your understanding ? 

Mr. Martin. I do not know enough about the steel industry to know 
what the optimum rate of production would be. But, of course, it 
takes—it costs more money to increase your production, and in terms 
of a situation that we are dealing with today, there is no inadequacy 
of purchasing power. The inadequacy is this: demand, the total 

demand, including the demand for new plant and equipment ca- 
pacity—that is part of the spending stream here, is above our available 
rate of savings. 

Now, the money supply we have kept rising. 

Senator Lona. Let us check this answer as you make it. 

You have made a statement here with which I find myself in dis- 
agreement. You say there is no inadequacy of purchasing power. 
Let us apply that to the steel industry. 

They are operating at 80 percent of capacity. Their preferred 
rate is 96 percent. Do you contend on that basis that there is adequate 
purchasing power to move from the market the articles for consumer 
use that the steel industry is capable of producing? 

Mr. Martin. Unless you increase the prices across the board. You 
cannot get away from the fact that the cost of living is persistently 
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rising, and disposable personal income made a new high, I think, this 
last month. I have not checked it. 

Senator Lone. You say “disposable income.” Well, did it make a 
new high in real dollars ? 

Mr. Martin. Well, one of the problems is that the dollars do not 
buy as much as they did before. I do not know the figures, but that 
is really what the problem is, and 

Senator Lone. Per capita disposable income has not increased. I do 
not think you want to take credit for any increase in disposable income 
based on inflation that has occurred, when the fact of the matter is that 
in terms of constant dollars the income has actually gone down. 

I do not think you would want to give the public the impression 
they are better off, when they are actually worse off, would you? 

Mr.’ Martin. I certainly do not; that is why I am so against infla- 
tion. 

Senator Lone. So if we look at it in real terms, it is down as of 
the last figures we have; and if you have any figures which would indi- 
cate in real terms it is now up above, to an all-time high, I would like 
to have those figures available. I have not seen them. 

Mr. Martin. We will get you the last figures on disposable per- 
sonal income. But the overriding problem that we are dealing with 
is one where prices persist in rising, where there is adequate purchas- 
ing power, in my judgment, unless you want to say that people should 
just borrow—this is borrowed money we are talking about here in 
large measure. 

Senator Lone. Here is the point we are trying to settle at this 
moment: Whether there is any inflation—whether inflation is in any 
degree being caused by the inability of this country and its factories 
and labor to produce sufficient goods to meet consumer demand. 

Now, we have gone over the labor situation. There is adequate 
slack in the labor supply. Now we are looking at the steel industry, 
which is capable of producing, in fact prefers to produce, at 96 per- 
cent, and is now producing at 80 percent. 

The question is, Can you say with regard to that industry that 
there is any inflationary pressure because of the inability of the steel 
industry to produce to meet the demand of consumers ? 

Mr. Martin. Well now, a year ago there were definitely shortages in 
some lines of steel, and this thing has been going on for about a year. 

Now, I cannot accept completely the statement that there is no 
labor shortage. We discussed skilled labor yesterday, and I think 
the labor situation is better today than it was a year ago. But I do 
not think you can completely say you can get all of the labor you want, 
if you want to increase production, or plant and equipment capacity, 
unless you want to bid that labor at a price away from someone else, 
today. 

easter Lone. You are the person who made the statement that, 
with regard to the housing industry, production was down 20 percent ; 
but that, looking at the overall situation—and you said that the Board 
had to look at the overall situation—that construction as a whole 

Mr. Martin. That was in the building industry. 

Senator Lone. It was down. Yes. You were looking at the over- 
all problem. You said it was your responsibility to tecl at the over- 
all problem. 
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Is it not your responsibility equally to look to the overall problem 
as far as employment is concerned? On the whole, you have got more 
slack in employment than you have had for quite a while, and you 
certainly have got more slack in employment than you had back ae 
ing noninflationary years or when the inflation was 1 percent or less. 

Would not your statement about looking at the overall have the 
same logic applied to the labor situation that it would have applied to 
the construction industry ? 

Mr. Martin. I just would like to make one comment on the low 
level of unemployment with stable prices. That is one of the points, 
it seems to me, that confirms the view that I have expressed here, in 
my opening statement—that unemployment is not necessarily the 
alternative to stable prices, as is frequently said by some people. 

I think we can have the two, but we have to recognize both job 
opportunities and the situation of fixed-income people, and we have got 
to have a stable dollar so that the saving-investment process can be 
continued. 

Now, the plant and equipment expenditures are still going ahead at 
an amazingly high rate, and it is the inadequacy of saving to finance 
those that is causing us our basic trouble at the moment. 

Senator Lona. I do not want to just wander off into these fields, be- 
fore we pin each point down. I find if we do not watch out, we never 
solve anything, and never get the information that we are seeking, un- 
less we stick to each point until we settle it. 

And the question—perhaps you have attempted to answer it, but I 
do not believe you have given me a direct answer to the question— 
is whether, with the steel mills operating at 80 percent of capacity as 
against an optimum rate of 96 percent, which apparently seems to be 
the most desirable rate for operation of the steel industry, there is any 
general or even any considerable inflationary pressure with the steel 
people operating that far below their capacity. 

In other words, can you say that we have inflation in the steel indus- 
try because the steel people cannot produce enough steel to meet the 
demand at a time while they are operating at 80 percent of capacity? 

If you want to say that, go ahead and say it, and we will pass on to 
the next point. But I just do not see how you can make that conclu- 
sion. 

Mr. Martin. I do not know what, as I said before, the optimum rate 
of steel production is, but 
Senator Lona. You know it is well above 80 percent, do you not? 

Mr. Martin. No, I do not. I think you have got to relate it to the 
market for their products, and to the cycle. When I point out that a 
year ago or a little over a year ago there were any number of steel 
items that it was virtually impossible to acquire, and then 

Senator Lone. Did you not say in your statement that bottleneck 
had been broken ? 

Mr. Martin. Why, certainly that bottleneck has been broken, but let 
me point out we lost over $10 billion in inflation in the interim. That 
is one of the adjustment problems we have to deal with. | nak 

I was just coming back to the point that I think it is very signifi- 
cant that from 1955 to 1956, we lost over $10 billion in a mere markup 
of prices, without any additional goods and services being supplied to 
anyone, which seems to me quite a serious situation. 
Senator Lone. That is not the question I asked, Mr. Martin. 
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Mr. Martin. But it bears directly on the question, in my judgment. 

Senator Lone. It perhaps bears on it, but the question I asked was: 
As of this date, with the steel industry operating at 80 percent, and as- 
suming the correctness of this Business Week statement here that the 
desirable rate is 96 percent of capacity, do you see any reason there to 
believe that there is any inflationary pressure upon our economy 

Mr. Martin. Well, now, Senator 

Senator Lona. In the steel industry? 

Mr. Martin. Yes. Let me say this: I do not want to appear evasive 
or to be ducking your question. That is not my point at all here. But 
I really do not think you can pinpoint a given point in the business 
picture and say that as of this point a given industry is not operating 
to its full capacity. 

It has got to be related to the whole business cycle, the whole business 
principle. 

Senator Lona. We are getting ready to do that, but it seems to me 
we first have to settle this one. In fact, the steel industry is so im- 

ortant that it is the one on which the Government keeps productivity 
gures, and attempts to keep them in terms of constant dollars 
and for various analysis purposes. 

That is the reason, perhaps, why Business Week leads off with the 
steel industry. The Government tries to keep figures on it, so does 
Business Week, because this is one of the principal industries, one 
of the basic industries, and one of the largest, which is oftentimes 
the bell cow as far as the trends in employment, industry, and financial 
conditions are concerned. 

Mr. Martin. Right. 

Senator Lona. So that is the reason I asked you about the steel in- 
dustry first. 

I have some information about some of the others, but I would first 
like to get your answer with regard to the steel industry. 

Mr. Martin. Well, I can only say 

Senator Lone. That, standing alone. You say it would not be safe 
to generalize. Let us just take that one and recognize it is not safe to 
generalize. 

Mr. Martin. Allright. I say I do not know what the capacity sit- 
uation in the steel industry is at the moment in relation to the business 
cycle. 

Now, steel was subjected to terrific pressure in late 1954 and early 
1955 by the upsurge of automobile and housing expansion, along with 
all the other demands. 

Senator Lone. But during those times—there you say you had great 
pressure on the industry, and during those times we had no particular 
inflation, did we, in 1954and 1955? The steel industry apparently met 
that demand against considerable pressure, but we had no general in- 
flationary situation did we? 

Mr. Martin. Well, it is pretty hard to pinpoint—I think we cer- 
tainly had an excess that was created then. 

You must remember that we had an expansion. We had not only 
the wage-cost-price push, but we had the record levels of consumer 
credit and mortgage credit going on coincident with that. We had 
full employment. 

And then, on top of that, we superimposed an unprecedented ex- 
pansion of plant and equipment, and as that gathered momentum it 

93633—57—pt. 3——11 
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developed this spiral that we have been discussing here. Otherwise, 
we would not have any problem. 

Now, I think it would be nice, I mean if you want to take this thing, 
and say in 1953-54, if the Government just kept cranking out money, 
we would not have had any recession in 1953-54. 

The point I have been trying to make is that it would be nice if we 
had some magical formula or device by which we could crank this 
thing up or crank it down. We would have discovered it a long time 
ago 1f we had it. 

But when waste and extravagance and incompetence and inefficiency 
come into the picture, they have to be adjusted for from time to time, 
To just increase the money supply when you have rising prices—and 
the cost of living is our major economic problem, in my judgment, 
at the moment—when you have that cost of living going up, to sug- 

est that you just add to the money supply just compounds the prob- 
o as I see it. 

Senator Lone. Mr. Martin, were you an attorney before you went 
with Government ? 

Mr. Martin. No, I am not an attorney, and I am not an economist, 
Senator. I just have worked, as you have—— 

Senator Lona. I just asked that question because I sometimes gain 
the impression it is more difficult to get a direct answer from an attor- 
ney than almost anyone else that you have testifying before com- 
mittees, especially if you just ask a simple question where you want 
a simple answer. 

And if you are in position to supply the facts, and all I am asking 
you to answer is just the question of whether there is any inflationary 
pressure—and I would be satisfied with a general answer from you— 
assuming the correctness of these figures that steel is operating at 80 
percent capacity with 96 percent being their preferred rate, if there 
is any inflationary pressure in any general sense because of the inabil- 
ity of the steel industry to produce to meet consumer demand ? 

Mr. Martin. To produce at a price so that the consumer will take 
it, yes, I think there is still inflationary pressure in steel. 

Senator Lone. Well, I have been trying to analyze that statement. 

Mr. Martin. Could Mr. Riefler 

Senator Lone. On yesterday—let me just make this statement. 

On yesterday, you understood to explain the failure of consumption 
to expand adequately in real terms by saying that there was not 
enough buying power at current prices. 

This is another way of saying that there would have been enough 
buying power, but not in an inflationary amount, if prices had not 
risen. 

If this is the case, why did prices rise? This illustrates the very 
point I was making, namely, that prices did not rise because of exces- 
sive consumer expenditures or consumer buying power. The Federal 
Reserve Board introduced the price factor in a way that put the cart 
before the horse. 

The fact is, and it is the only point that I was making and am 
making now, that prices rose although consumer buying power at 
the lower level was not imposing an inflationary strain upon produc- 
tive capability, and consumer prices are still rising even now, when 
consumer buying power at the current price level is far short of pro- 
ductive capabilities. 
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I thought that over sufficiently so that I thought, after I dictated it 
I decided to read it back a time or two for my own purposes, and I 
would like for you to read that statement, and Mr. Riefler can read 
it, because that, to me, is a problem that we are facing, it seems to 
me. You are finding a different way of saying the same thing I am 
saying, and thus giving the answer I am seeking to obtain from you. 

Mr. Marriy. Could he make a statement first ? 

Senator Lone. If you do not mind, I would like for you to answer 
that, and if you want to, you can consult with Mr. Riefler. He talks 
in much more technical terms than you do, and he talks while I am 
talking, which makes it very difficult when I seek to get information 
through Mr. Riefler. 

Mr. Martin. All right. 

Well, you cannot take consumer buying alone—what we are talk- 
ing ¢ about is total expenditures, business and consumer expenditures, 
and total spending has exceeded the limits of availabilities now for a 
good many months. 

That is the point that I make. 

Senator Lone. Let us analyze this statement I have handed you 
here. What I am saying is that prices did not rise and are not rising 
now because of excessive consumer expenditur es beyond the ability of 
our plants to produce. 

Now, you say that the plants could produce a lot more, you con- 
cede that, I believe. And if not, we will go into more figures on it. 
And you say that the public will not buy at these particular prices, 
these high prices. 

To which I ask the question: Then why did the prices rise? The 
point being that they did not rise because of any inability on the 
part of our plants to produce more consumer goods. 

Mr. Martin. Well, the shift from consumer goods for some 
time—— 

Senator Lone. I thought 

Mr. Martin (continuing). For some time, soft goods have been in 
growing supply, but the plant and equipment, the expenditures for 
plant and equipment, have so far exceeded the bounds of available 
savings that pressure has been for rising interest rates all through 
this. 

Senator Lone. We can get around to that latter factor later on, you 
see. You have not been here testifying contrary to what I am seek- 
ing—the answer I am seeking to obtain from you. You have not 
testified here that industry cannot produce these goods to meet con- 
sumer demand, and I am not seeking to obtain from you any an- 
swer in conflict with what you said in your prepared statement. 

All I am seeking to do, at a time when you say that the inflation oc- 
curs because of this investment boom, is to nail down the point that 
it is not occurring because of excessive consumer buying. 

You did not say it is in your prepared statement, so far as I know. 
Perhaps you did, but I did not find it there. And I am attempting 
to nail that point down, that it did not occur because of excessive con- 
sumer buying or because of inability of the American economy and 
its productive facilities to meet consumer demand. 

Now, can we agree upon that statement ? 

Mr. Martin. Well, do you include in “consumer buying” purchases 
for plant and equipment? To what are you limiting it? 
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Senator Lone. Oh, no. I am talking about things that ordinary 
people buy, that consumers buy for their use, things like food , clothing, 
automobiles, transportation, ‘household appliances, consumer items 
as against industrial items. 

Mr. Martin. Well, there has been a shift that we pointed out 
here, from buying toys in the corner drugstore to taking vacations 
and services. The service industry has expanded enormously, and 
that is all 

Senator Lone. That is all fine. 

Now perhaps we are prepared to get the answer to the question— 
in other words, if people are buying more vacations and spending more 
time buying things other than the manufactured articles and farm 
articles, more vacations, more recreation, more luxury items, spending 
more on haircuts and beauty parlors and things of that sort, that even 
highlights the point I have in mind, that we are not having any 
inflation because of the inability of the plants of America to produce 
the manufactured articles that the people of this Nation want. 

Now, can we agree upon that? 

Mr. M. arty. W ell, I will agree with you that there are no specific 
shortages of consumer goods at the moment, that I know of. But 
I will not agree with you that people are not spending. They have 
to earn this money, mind you, and they have to keep this. 

You have had this terrific increase in consumer installment buying, 
and in mortgage borrowing, and it is earned money; we want the 
people to be able to have these goods and to retain them. 

But I insist that, as I see it, “they are spending more than they have 
earned in order to try to buy more goods in the aggregate than are 
readily available, goods and services in the aggregate. 

_ Senator Lone. You just got through making a statement that you 

rant to explain inflation based on two things: One, that there was 
an excessive expenditure for plant and equipment ; another, that 
people tend to be shifting expenditures more to services as against 
manufactured goods, meaning that they would spend less on manu- 
factured goods than they had in the past. 

Here you have a showing, here you make the statement that people 
will not buy manufac tured goods at these high prices, which is an 
apparent explanation of the fact that you have a vast amount of 
plant capacity idle. 

Here are the figures, and here are all the business writers explaining 
that there is a vast amount of plant capacity idle, and you are still 
declining to acknowledge that we do not have any inflation because 
of inability of the American productive facilities to manufacture and 
produce goods sufficient to meet consumer demand. 

Mr. Martin. Now, I have great respect for Business Week. I have 
read it for a long time. But if you will take Business Week over the 
last 4 or 5 years, and pinpoint the times they have stated that a given 
industry was in a state of oversupply or undersupply, and then see 
what happened in a period of 6 months, you will find that their errors 
of judgment. have been pretty high, also, as will all of us in this. 

Now, this is a continuing cycle. I have never intended to imply 
in anything I have said that this boom in plant and equipment is 
unwarranted. What I have been trying to say is that this boom in 
expenditures for plant and equipment is moving too fast, too rapidly 
for the resources that we have available. 
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y Senator Lone. Mr. Chairman, I will be glad to discuss this boom 
3) in plant and equipment at great length—— 
. {r. Martin. I am not against the boom in plant and equipment 
at all. 
t Senator Lone (continuing). At the time when we get around to 
2 that, but it seems to me there is too much difficulty in agreeing on 
d certain specific items, where I think all the facts and figures are avail- 
able to establish what I have in mind or what you have in mind. It 
seems to me that we ought to be able to settle some of thse simple things 
% before we get around to perhaps some of those more controversial 
re things, 
m You just got through telling me you knew nothing about the steel 
Ss industry, had no idea what their productive capabilities might be 
- or should be. And now you proceed to tell me that Business Week, 
‘Y which does think it knows something about the steel industry, does 
= not know what it is talking about. 

Mr. Martin. No, no. I am talking about—that is the point they 
, make at a given time. 

- Now, the point I am trying to make on figures, let me just make 
ut that on figures, and then I will stop on this. 
"= Senator Lona. Yes. 

Mr. Martin. When I first went to Wall Street, I lost my shirt all 
8) the time because I studied figures too hard, and I am not a figure 
he expert today. I do not pretend to be. 

But I say they can be extremely misleading. What you have got to 
" do is to apply your commonsense in terms of the overall picture. I 
™ am not challenging the validity of any of these figures, but I say this 

is a moving operation, this business cycle. This business movement 
wie that we have does not stop at a given point, and therefore you 
i cannot say at this given point there is overcapacity, and at this point 
at there is undercapacity. 
ist All of these factors are coming into the aggregate. 
ams Senator Lone. It sems to me, Mr. Martin 

Mr. Martin. I am not criticizing your use of the figures at all, but I 
ple am simply saying that from my point of view, as I learned early in 
on my experience, that you can certainly lose your shirt in business if 
of you depend too much on that type of analysis. 
| Senator Lona. Let me just see if we are going to get anywhere here. 
ne So far as I can see—I do not object at all to your elaborating on your 
till answer, because I would like it to be an answer that you are satisfied 
use with, but I would like also to feel that you have given a responsive 
nd answer to the question I have asked. 

Now, I have asked the same question several times here this morn- 
ave ing, and you have discussed a great number of things which, so far 
the as I am concerned, are not at all important as an answer to the ques- 
re tion I had in mind. Perhaps you want to stay by the only com- 
oce mitment you have made to the question asked, and I think it is 
Ors wrong if that is your answer. But I do want to ask this question, 

and I will limit it to this one specific situation based on what I 
ply quoted to you: 
E is In the steel industry, with that industry operating at 80 percent 
| in capacity as against—and assuming that 96 percent is a desirable rate 
dly for the operation of that industry—an optimum of 96 percent, could 
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it be said that we at this time have any inflation because of the inability 
of the steel industry to produce to meet consumer demand ? 

Mr. Martin. Well, I am not trying to invoke the fifth amendment, 
Senator 

Senator Lone. I would suggest that you commit yourself one way 
or the other. 

Mr. Martrn. I do not know. 

Senator Lone. And even if it is wrong, let us get on to the next one. 

I think we ought to settle that one way or the other. 

Mr. Martin. Well, I can only answer that I do not know. 

Senator Lona. Very well. You do not know. All right. 

I would like to ask about the petroleum industry, and here is a state- 
ment made in this July 13 issue of Business Week : 

Petroleum refiners generally aim to run their plants at about 95 percent of 
eapacity. This time last year they were ahead of that mark, running at about 
96.1 percent. But since this year’s first quarter, they haven’t been able to keep 
going at this preferred rate. In the last 2 months, after a series of refinery 
cutbacks, the rate has been dipping steadily until today refiners are producing 
at about 88 percent of capacity. 

Would your answer be “I don’t know” with regard to that same 
question again? In other words, if I asked you the question whether 
or not there is any shortage with regard to the petroleum-refining 
industry, and any inflation resulting from the inability of the indus- 
try to meet consumer demand, would your answer in that instance also 
be, “I don’t know” ? 

Mr. Martin. My answer would be “I do not know.” 

Senator Lone. Now, the same thing is the case with similar state- 


ments made with regard to the machinery industry, the electrical- 
machinery industry, the fabricated-metal industry, the nonferrous- 
metals industry, the fa erg industry, the chemicals indus- 


try, the paper and pulp industry, autos, trucks and parts, textiles, 
and I assume that your answer would be, “I don’t know,” with regard 
to those ? 

Mr. Martin. We have a review of all of these at at least every 
2- or 3-week period; we are going to have one on Monday in the staff 
of the Board, and these things shift in the periods that we have 
reviews. 

Now, obviously there are periods when they are moving up. Then 
there isadip. We do not go up ina straight line; we do not go down 
in a straight line, as a rule. 

The point I am trying to emphasize is that at a given point, I do not 
believe it is a profitable thing to say positively that there is no short- 
age or that there is. 

Senator Lone. Well, all I am pointing out to you—and I would 
suggest you take a look at this article, because I have been referring 
to it 

Mr. Martin. Yes; I would be very glad to. 

Senator Lone (continuing). Is that insofar as industry is con- 
cerned, both specifically with regard to those industries and generally 
with regard to manufacturing industry as a whole, there is a widen- 
ing gap, demonstrated by Business Week, as to industry’s ability to 
produce and actual industrial production. 

In most instances, there is an to be a reduction in the produc- 
tion of those industries, although their productive capabilities are 
continuing to rise. 
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Mr. Martin. Right. And this is something that we are watching 
very carefully, and reviewing each week in the Board. 

enator Lona. Yes. 

The point I am making here—and as to whether you agree with it, I 
understand your answer to be that you do not know—but whether 
you agree with it or not, the point here is that here are the facts 
and the figures available are analyzed by Business Week, which I 
regard as being one of the better economic publications 

Mr. Marry. A fine publication ; I agree. 

Senator Lone (continuing). Pointing out quite clearly that there 
is no pressure of an inflationary nature as a result. of the inability of 
American industry to produce to meet consumer demand. I would 
like to ask the reporter, if possible, that this article be reproduced 
at this point in the record, with the charts insofar as the Printing 
Office can reproduce those charts. 

(The article referred to is as follows :) 


[Business Week, July 13, 1957] 


Output LAGs AS CAPACITY GROWS 
index Dec. 1950-100 


All Manufacturing 


Capacity 


a 


Production 


June Dec. June 


1956 1956 1957 


Dota: Federal Reserve Board, BUSINESS WEEK Estimates 


On these pages you see the evidence of what’s to be one of industry’s major 
problems through at least the next several months. Industrial production is 
down, industry's productive capacity is up, and the growing gap between the 
two is made up of expensive manufacturing plant that isn’t fully used (some of 
which may be obsolescent and expensive to operate, perhaps, but unused never- 
theless). 

In a few industries, the gap has been growing for more than a year. In most, 
it has increased largely in the last 6 months. Before the beginning of the year, 
the chief factor causing the growth of the gap was the rapid addition of extra 
productive capacity. But, since the beginning of the year, while industry has 
kept adding to its capacity, production itself has slipped. 

Industry generally prefers to operate in normal times—periods other than war 
and similar emergencies—at about 90 percent of productive capacity. The extra 
10 percent of its plant is normally under repair or in reserve. But since the end 
of 1956, industry’s overall production has slipped from an estimated 85 percent 
to 81 percent of capacity. 
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Not since 1954’s dip in production and employment has industry had to face 
a situation like this. 
PROSPECTS 


How long will this gap between capacity and production be one of the major 
zones of anxious attention for United States economists? From industry to 
industry, often from company to company, the answer varies. Say some: “The 
gap will diminish and the proper balance between production and capacity will 
return by the end of this year.” Others guess the gap will remain until the 
early 1960’s. ‘“‘We’re in an interim period. There’ll be a slowing of growth until 
new products appear, and the enlarged markets that are expected to grow from 
the rapidly increasing adult population, arrive in the 1960's.” 


NEW RATIO 


Supplementing these views, economists for congressional committees in Wash- 
ington have noted the recent rise in the ratio of capital investment to output, 
and they’re wondering if it’s becoming a trend, and whether that trend is dan- 
gerous for the economy. They supply no answer. 

Meanwhile, business is preparing to learn the answer by experience. 

What follows is a report on how the major industrial groups are faring. 


Index Dec. 1950100 
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Steel mills worked at about 87 percent of capacity through the first half of 
the year, though the rate has been around 80 percent lately. (The preferred rate: 
96 percent.) But the gap isn’t worrying the industry as a whole. Though their 
mills have more often than not run at 100 percent of capacity in the last 17 years 
of war and inflation, steel’s leaders still hail this year’s production rate. 

The dip, they say, is part of the price they’re paying for the 3-year no-strike 
contract they signed last year with the United Steelworkers. That contract 
freed steel’s big customers from the need to build inventories against the threat 
of a strike before 1959. Tight money and the weaker 1957 auto market helped 
customers reduce inventories, too. 
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IN BALANCE 


Now steelmen guess their customers have cut inventories about as far as they 
can. Until late next year, when a new inventory buildup is likely in anticipation 
of a strike in July 1959, steel production should correspond closely to general 
business activity. 

In short, steel guesses its dip is short-term, and it doesn’t regard it as serious. 

While it lasts, steelmakers are still pressing their expansion plan, which call 
for 15 million tons capacity to be added by 1960. 
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Petroleum refiners generally aim to run their plants at about 95 percent of 
capacity. This time last year they were ahead of that mark, running at about 
96.1 percent. But since this year’s first quarter they haven’t been able to keep 
going at their preferred rate. In the last 2 months, after a series of refinery 
cutbacks, the rate has been dipping steadily until today refiners are working at 
about 88 percent of capacity. 

Their perennial problem, the heavy wintertime growth of gasoline inventories, 
has caught up with them to a greater degree than usual this year. Outside fac- 
tors have helped oilmen to reduce those large start-of-summer inventories in 
most postwar years: the Korean war demand, closure of the Abadan (Iran) 
refinery, the Suez crisis, and strikes in United States refineries. This summer 
there have been no such upheavals. 


SHORT TERM 


Rising costs have forced the industry to increase prices, but now leaders are 
wondering if they can make the increases stick. Refinery cutbacks could help: 
Total demand in June was estimated at 8.8 million barrels a day; refinery runs 
totaled 7.9 million barrels a day. 

The refiners see their troubles as strictly short-term. By next year, industry 
economists say, the capacity-production equation should be closely enough bal- 
anced to let refineries run at near preferred rate. 
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Index Dec. 1950=100 


Machinery 
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There’s little room for generalizing about this broad industrial category. Its 
products vary from machine tools (production high so far this year but new 
orders dwindling), to construction machinery (production up but far below 
expectations), and office machinery (production close to capacity). 

It’s also difficult to judge capacity for this group. Machine-tool makers, for 
instance, can add heavily to capacity in a few weeks by calling in subcontractors. 

But it is possible to estimate that machinery makers as a whole are working 
at more than 5 points under their preferred operating rate of about 89 percent 
of capacity. Machine-tool makers, in particular, are caught in a decline that 
threatens to last through 1958. They blame part of the dip on a slowdown of 
expansion in the auto industry, hope for gains as the auto makers begin to 
retool their plants for 1959 model production. 
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Index Dec. 1950=100 
190 





Electrical Machinery .- 


180 
ea 
140: 
120= 


100 


Dec. June Dec. June Dec. June 
1954 1955 1955 1956 1956 1957 


Two groups of products—vastly different in size, cost, and sales performance— 
make up this industrial category: appliances and the major electrical apparatus 
that’s sold to utilities and to industry. Appliances are lagging about as far as 
they ever have; the makers of major electrical machinery are having their 
best year ever. 

Overall, electrical-machinery makers have a preferred operating rate of about 
90 percent of capacity. Today, due to slackening appliance production, their 
operating rate is close to 85 percent. There’s no sure figure on appliance mak- 
ers’ operating rates alone. Rough estimates put the rate at between 60 and 70 
percent of capacity. 
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Index Dec. 1950=100 
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A vast range of products fills this industrial category, and some are booming 
while others are depressed. Instrument makers, for instance, have rarely had 
it better, new orders indicate the second half of the year will be just as good. 

But business for fabricators of nonferrous metal products—tubes, pipes, wire, 
and so on—is down. In many brass mills a 4-day week is common. Producers 
put some of the blame for their lagging sales, and production, on the decline in 
housing starts, and appliance and auto production. But they reserve a good 
part of the blame for competition from lower priced imports from Europe. 

Economists aren’t guessing about the prospect of an upturn for nonferrous 
products. Many manufacturers of those products are pressing for steeper tar- 
iffs against European competition. That may mean that they believe the dip is 
likely to last more than 6 months. 
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The four major products in this group are aluminum, copper, lead, and zinc. 
Through most of the year’s first half, production of all but aluminum climbed 
above last year’s rate. Now zine has gone into a tailspin. Its trouble is over- 
production. 

Meantime, copper and lead producers turned out only between 2 and 3 percent 
more between January and June this year than in the first 6 months of last 
year. 

OVERSUPPLY 


At midyear, aluminum production was 5 percent less than at the end of 1956. 
Simultaneously, aluminum’s productive capacity has increased. So far, the in- 
dustry isn’t worried about the dip in production. The decline stems from tem- 
porary inventory reductions by customers, say the producers. 

For the short term, the producers need not worry about oversupply. During 
the Korean war, the Government encouraged expansion by signing “put or take” 
contracts with producers. These contracts require the Government to buy cer- 
tain percentages (up to 100 percent in some cases) of plant output if the pro- 
ducer can find no private market. A few outside economists foresee a rapidly 
growing gap between production and capacity. In the next 3% years, almost 
1 million tons annual capacity will come into production, raising 1960 capacity 
to 2.6 million tons. This, the economists believe, will be too much for the 
economy to absorb. Digestion of the extra aluminum capacity may be delayed 
a year or so. 

In the 15 months since they began exercising their rights, producers have sold 
the Government 144,000 tons of aluminum under these contracts. Meantime, 
the Government slowed its direct stockpile purchases of aluminum, and 4 months 
ago decided to halt entirely purchases other than those made under “put or 
take” contracts. 

In the next 2 years most of the “put or take’ ’contracts expire. 
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The rubber industry isn’t up to its 90 percent of capacity preferred rate 
of operations, but it’s close to it. The backbone of its sales gains this year is 
auto tire manufacturing. In the first 5 months of the year, the industry shipped 
14.9 million passenger-car tires to Detroit, turned out replacement tires at a 
record rate of 59 million a year. 

This year’s big replacement business stems from 1955's record number of auto 
sales. The average auto owner replaces tires when his car is 2 years old. 

In the midst of all this, the rubber industry is little worried by the overall 
dip in its production. As of now, the industry is running ahead of the economy, 
and its economists say, ‘The dip is no more than a short-term readjustment.” 


J 
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There’s the prospect of 2 or 3 years of continuing growth in the gap between 
production and capacity in the chemical industry. Today, it’s operating at about 
83 percent of capacity. 

This year and last, the industry budgeted a total of $3.3 billion for new and 
modernized plant. Next year, it will probably spend at about the same rate, 
Just about all that extra plant will be on stream by 1960. Then, say industry 
economists, there’ll be excess capacity for perhaps 2 years. 
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Pulp and paper mills last month ran around 90 percent of capacity, compared 
with a rate of almost 90 percent at the same time last year. 

Sales dipped in mid-1955 and though they gained again by the end of the year 
they didn’t come up to expectations. Since then, the industry has been taking 
a second look at its expansion plans, which called for addition, by 1960, of 


7 million tons. Now the plans aim to add 1.8 million tons annual capacity by 
1960. 
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The auto industry (p. 28), just winding up its second-best 6-month production 
period, turned out 3,370,100 passenger cars from January to June this year. That 
was 5% percent more than in last year’s first half. But it was still about 20 
percent below the 4%4 million cars produced in the first half of 1955, and that 
reduced number of autos was turned out by an industry whose productive 
capacity has been enlarged some 10 percent in the last 18 months. 
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Textile companies had expected a sales gain in the first half of the year. It 
came, but it lasted only a few weeks. 

The broader picture of the industry is one of long-term recession that started 
about 2 years ago and is persisting. Industry economists are not predicting 
when their market will undergo a real change. But they do argue that the 
industry has shrunk about as far as it should, that capacity is coming into 
better balance with demand. 

Sentor Lone. With regard to productivity, perhaps I can find these 
figures, we have the industrial production index, both in the Presi- 
dent’s Economic Report and in the Economic Indicators. 

What is your impression with regard to the industrial production 
indexes during the last several years? Do you believe that at the 
present time, as of this time, they are on the upgrade, or on the 
downgrade ? 

Mr. Martin. We have been pretty steady here recently, Senator. 
We reached our peak, I think, last December, last November or De- 
cember, at 147, and it is now 144. It has been a plateau, more or less, 
for some time. 

Senator Lone. So it is actually now below what it was during the 
last quarter of 1956 ? 

Mr. Martin. During the peak. But higher than it was this time 
a year ago, you see. 

Senator Lone. Let us check that and see what Economic Indicators 
shows. I will attempt to check that, and perhaps Mr. Riefler will 
find where that is in the Economic Indicators, to show where it 
is most recently. 

Mr. Martin. Here we are, December. 

Senator Lone. I am looking at page 16 of Economic Indicators 
myself. Does that accord with your figures? Those are your figures? 

Mr. Martin. Yes; they are our figures. 
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Senator Lone. And they are supplied for Economic Indicators, 
which I find reproduced in this publication of July 1957. 

Mr. Martin. There is just one correction. 

Senator Lone. Just looking at that column—and I will ask that 
that column, that the figure for 1956 be reproduced, that the remainder 
of that column as shown here be reproduced. That is on page 16 of 
the Economic Indicators. I would suggest it might be well to repro- 
duce that entire column there, starting in 1939 and coming forward. 

(The material referred to follows :) 
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[1947-49= 100, seasonally adjusted] 
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Senator Lone. That column shows that, with the exception of the 
recessionary year 1954, there has been a steady increase in industrial 
production, with the exception, with the possible exception of this 
year, which, of course, is not yet complete. 

Now, we have a showing that the industrial production was at 
the level of 143 on the average for 1956. It reached 144 in Sep- 
tember of last year, it reached 146 in October and November, 147 in 
December, and 146 in January and February of this year. Then it 
fell off in March to 145, in April down to 143, and in May to 143, and 
in June to 143. 

So it is lower now than it was during the last 4 months of 1956, and 
during the first 3 months of this year. 

Now, the question is ask is, Does that indicate again any inability 
of American industrial plant and facilities to meet consumer demand ? 

Mr. Martin. In my statement, I made clear what our thinking on 
it was, which is that there are no specific shortages or bottlenecks, but 
there is a broad, general pressure on all of our resources, 

Senator Lona. There you are, you said broad, general pressure; 
and here is a fact, that far from expanding our production, we are 
moving in the wrong direction, we are contracting, and we should 
be able to expand our “ce rangers at the rate of at least 3 percent 
a year, I should think that is a reasonable rate, it is the kind of rate 


you advocated. Yet here we are going backward, going downhill at 
the rate of 2 percent a year based on the figures here. 

Mr. Martin. Well, the year is not over. And I would like to 
correct, if you do not mind, that June is 144 instead of 143, and July, 
which we have now got, is also 144. 

Senator Lona. That should be 144? 
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Mr. Martin. One hundred and forty-four in July, which we now 
have also, and 144 in June. I say there is a pretty good plateau at a 
very high level. 

Senator Lone. In your prepared statement, you would have ap- 
peared to be one of those who believes in a steadily expanding economy, 
and one who would not be satisfied with a stagnating economy. 

Now, I should not take it that you would be satisfied with a plateau 
of industrial activity in a Nation where the population is expanding. 
Would that be correct ? 

Mr. Martin. You and I are in complete agreement on that, but we 
do not want to get that expansion by inflation; and expansion does 
not occur necessarily in a straight line. This year is not finished, and 
the levels of our production here are substantially higher than May, 
June, and July a year ago; and yet our price level, the cost of living, 
has gone up for 10 successive months. 

Senator Lone. Let me ask you this question: Can you tell me of 
anything that tends to provide the answer to inflation any more than 
the production of goods to meet demand ¢ 

Mr. Martin. Well, if you are going to— 

Senator Lone. In other words, if you are trying to find a cure for 
inflation—we had a lecture here about the disease and the cure. Now, 
if you are trying to provide a cure for inflation, can you suggest 
to me any better cure than to increase production to meet the demand ? 
It is certainly a better cure than rationing, is it not? It is a better 
cure than credit controls, or is it? 

Mr. Martin. Well, you cannot cure inflation by supplying more 
money. 

Senator Lone. Well now, wait a minute, I am not talking about 
supplying more money here; that is not what I am talking about. I 
am talking about supplying goods. 

Mr. Martin. I know. But in order to supply more goods at the 
present time 

Senator Lone. That is not the question I asked you, and I am just 
afraid we will go round in a circle for a while longer to get back to our 
starting point. What I am talking about here is the production of 
goods: food, fibers, housing, oe, ange automobiles, anything, 
tangible goods. Question: Do you know of any better cure for infla- 
tion than the production of goods to meet demand ? 

Mr. Martin. You want these goods to be held when people acquire 
them, and we have an economy that is an earning economy. If people 
cannot pay for the goods out of earnings, they cannot retain them. 
You can give houses away, but the Government then will have to 
supply the funds. 

Senator Lone. Now, what you are saying is, if I understand it, you 
want to make a qualification, you want a qualified statement, and I 
would suggest that you make the statement and then qualify it, be- 
cause how can I anticipate your statement by your qualification ? 

In other words, I am saying this: Do you know of any better cure 
for inflation than increased production, or the production of adequate 
goods to meet consumer demand ? 

I would suggest that first you give us the answer and then you pro- 
vide the qualification that you would like to add to it, because to 
qualify without giving the answer makes a qualification rather mean- 
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ingless. If your answer is yes, if people have the money to buy, or it 
is no, even if they do have the money to buy, why, that is all right, 
that is a satisfactory answer to me. But I would like to get the 
answer and then the qualification. Would you mind answering in 
that fashion ¢ 

Mr. Martin. Well, I want this production that you are talking 
about, and I think that there is 

Senator Lone. The question is: Do you know of a better cure for in- 
fiation than that of providing goods to meet demand in an adequate 
amount to meet demand? 

Mr. Martin. Do you want Mr. Riefler to take that? I cannot 
answer that. 

Senator Lone. I would suggest you answer the question. If he 
wants to consult with you, I would suggest that you consult with him, 

Mr. Martin. All right, I will consult with him. 

Senator Lone. Then you can answer the question ? 

Mr. Martin. Well, there is no limit—I have consulted with Mr. 
Riefler and I am not sure that he and I see eye to eye on it, so far as 
that goes. 

Senator Lone. You see, that is a good reason why Mr. Riefler 
should not answer the question, because you would have been in a 
»osition of vouching for that answer with which you would have 
Seok in disagreement. 

Mr. Martin. I understand that, but he is extremely valuable and 
I need any advice I can get. 

Senator Lona. Let me say there: If there is any other man who can 
take us around in circles without answering the question, I do not know 
who it is, because he is supplying more technical information that leads 
contrary to the answer to a question I am trying to get than anyone I 
have examined here yet. He got us off on this productivity thing, and 
I think it took us about a half-hour to get back on the right track after 
that. 

Mr. Martin. Well, I will say that I think that the production of 
consumer goods, is certainly one of the basic cures for inflation, pro- 
vided it is not an inflationary operation which creates additional de- 
mand for goods, because aa are unlimited. I do not know any- 
body who does not—well, I will not say “anybody’—but people of 
my acquaintance always want to spend more and more and more. 

The question is whether they can earn it, whether they have means 
of paying for it. 

Senator Lone. The typical inflationary situation is a situation where 
you have the public with money that the public wants to spend, the 
purchasing power is there, and the public wants to spend that money 
faster than industry can produce goods. And against the classic 
inflationary situation which I think that would be, do you know of 
any better cure for it than to provide the goods in terms of additional 
production ? 

Mr. Martin. If you can provide the goods in a way that they can be 
paid for. If they are just provided by largesse, they just add to the 
spending stream, and you do not come out any differently than at the 
start. 

Senator Lone. So that answer could have been prefaced by a ques- 
tion: if you can provide the goods that the public has the funds to 
pay for? 
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Mr. Martin. That is right. 

Senator Lone. All right. 

So with regard to inflation, that happens as a result of rising prices, 
people wanting to buy more than there are goods available. The best 
answer to it is to increase the production of those goods and make 
them available for the public to purchase; is that correct ? 

Mr. Martin. Make it available for them to purchase in a way that 
they can hold, and we cannot by creating debt—debt is not the answer 
to the problem. 

Senator Lona. Well now, let us get to the next point. You are advo- 
cating, if I understand your correctly, an increase in consumer savings 
in order to finance the expansion of plants and equipment at this time; 
is that correct ? 

Mr. Martin. I am, and any other capital expenditures. 

Senator Lona. Now, if this increase in consumer savings must re- 
sult—in order to build additional plants—must result in a reduction 
of consumer expenditures, which is the only thing that could happen, 
is a reduction in consumer expenditures and additional idleness in 
plants that are producing for consumer use, a desirable result at 
this time ? 

Mr. Martin. Well, that is the only way you are going to get the 
adjustment. 

Senator Lona. Well, could you tell me why can we not have both? 
Why can we not go right on ahead producing additional consumer 
goods—in other words, anything from a face towel to an automobile— 
for the public and at the same time, knowing we have vast additional 
productive capabilities in all of these fields, and knowing we have 
more slack labor supply now than we have had for a considerable 
period of time, at the same time go on producing industrial items the 
industry wants, especially in view of the fact that our production 
now in the overall is below what it was 6 months ago? 

Mr. Martin. Well, there is a plateau there, but what you have got 
is a situation in which the price level continues to rise. And against 
a rising price level, why, the expectation of additional price rises 
causes speculative activity; and more and more people, instead of 
looking at the sound holding of property and goods, look at it on a 
speculative basis and this wheel just goes on and on and on. 

Senator Lone. Let me ask you this 

Mr. Martin. Printing money is not the answer. 

Senator Lone. Why is overall production down as of the present 
time? Why is it down even when you look at this investment boom ? 
Why is it down from what it was 6 months ago? 

Mr. Martin. It is not down very much. 

Senator Lone. But it is down, and it is down by 1 percent; and you 
are one of those who advocates that it should increase by 3 percent a 
year. 

Mr. Martin. Now, there is no magical way, Senator, of increasing 
this 3 percent or 4 percent 

Senator Lona. Why is it down? 

Mr. Martin (continuing). In X months. 

Senator Lona. Why is it down? 

Mr. Martin. Why is it down now? This is only manufacturing 


production, industrial production, and I doubt very much whether 
the overall 
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Senator Lone. Why is industrial production down? Let us just 
talk about what you have there. 

Mr. Martin. Because we have been going ahead too fast. I think 
there has been a shift to services. And we have gone and developed 
plant capacity faster than we can absorb it. 

Senator Lona. Now, did you not just answer the question I tried to 
get you to answer about a half-hour, when I asked you if there was 
any inflation because the plants could not manufacture to meet the 
consumer demand ? 

Mr. Martin. No, I do not think so, Senator. That is what I said in 
my prepared statement, and I do not back away from that at all. I 
think that we have no specific bottlenecks at the moment. But I do 
think that, as I stated here, causing prices of individual commodi- 
ties to be bid up because of limited availability—rather it is a prob- 
lem of broad general pressure on all of our resources, and I think 
that broad general pressure is there; otherwise I do not think prices 
would continue to go up and the cost of living would keep climbing. 

Senator Lone. In your prepared statement, you say you had this 
broad general pressure upon all of our resources with regard to 
industrial plant and equipment. You make this statement, that we 
are below what we were producing 6 months ago because we built so 
much plant that we do not have enough consumer buying to keep 
those plants busy. 

Now, that is the statement you made just a moment ago, when I 
asked, Why is industrial activity and industrial production down? 

Mr. Martin. Well, I do not think it is down for that reason. I 
think it is down for financing reasons. 

Senator Lona. Perhaps you would like to take back that answer 
you made just a moment or two ago. 

Mr. Martin. No; I do not want to take it back, but I want to keep 
it in the perspective of the current situation, and I just do not think 
that taking X figures for 3, 4, or 5 months is relating it to the cycle 
that we are dealing with. 

Senator Lone. I suppose we could deal with that subject in greater 
detail some time hereafter, but it does seem to me that the answer you 
made a moment ago is the obvious answer; and perhaps you might 
want to take it back: that we do not have any inability of the plants 
to produce far more than they are producing at the present time to 
meet consumer demand, and now 

Mr. Martin. Ata price. 

Senator Lone. And the fact is, again with regard to this statement 
you made about price, I thought about it enough to analyze the state- 
ment that I gave you. The question is: Why did the prices rise? 
They certainly did not rise because industry could not produce to 
meet the demand. Is that not correct? 

Mr. Martin. They rose because the price spiral was in operation, 
and the manufacturer wants to pass it on to the consumer, and how 
is the consumer ever going to get that back? 

Senator Lona. That is just fine. I am glad you made that state- 
ment, because I can ask the same question again. They did not rise 
because of the inability of the plants to produce. Here we have been 
2 hours getting that answer ; have we not ? 

— Martin. No. Well, I just cannot put it in as simple terms as 
that. 
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Senator Lona. You are saying they rose; you are saying that there 
is plenty of production available at a price, but that the consumers 
are not willing to pay the price? 

Mr. Martin. Well, I assume at some point—we cannot compel con- 
sumers to buy or to save. 

Senator Lone. Is that not what you said a moment ago? Did you 
not say, in fact, a moment or two ago, in fact, repeated it here, that 
there are plenty of goods available at a price, but that the consumers 
cannot pay that price 

Mr. Martin. No;I said 

Senator Lone. Or at least are not willing to pay the price. 

Mr. Martin. There is plenty of demand for the goods at a price, 
not goods available at a price. 

Senator Lone. Ata lesser price? 

Mr. Martin. Ata lesser price 

ar, Lone. But that consumers are not willing to pay the present 

rice 
. Mr. Martin. In a number of instances. I have watched 1 or 2 
plants this spring where a reduction in price stimulated demand. 

Senator Lona. Let us just analyze that statement then. Assuming 
no reduction in prices, your answer would then mean, and could lead to, 
only one conclusion: that industry can produce more consumer goods 
than consumers are willing to purchase at existing prices; is that 
correct ¢ 

Mr. Martin. Ata moment. 

Senator Lone. At this time? 

Mr. Martin. At a moment. But I do not think you can take a 
moment and isolate it. ‘That is where we disagree. 

Senator Lone. All right. 

Would you care to say that the answer would be any different as 
of a week ago or as of a month ago? 

Mr. Martin. I think it is changing every day. I do not think you 
can pinpoint it ona 2 

Senator Lone. Well, now, do you think that—is there any time 
during the last 2 months when you would have said that the answer 
would have been different, that industry could not produce more goods 
than the public could buy at existing price levels ? 

Mr. Martin. Well, we are talking about industry in general, and 
I think that that is a pretty broad concept. 

Senator Lona. That is right. But you are the man who came here 
with a prepared statement saying we should not talk about these things 
in specific examples, we ought to talk about them in general, because 
that is the way you feel you should exercise your responsibilities. 

Mr. Martin. No; that is not the way I 

Senator Lone. Did you not say with regard to construction of 
housing 

Mr. Martin. I said with regard to housing—— 

Senator Lone. Did you not say with regard to the construction of 
housing that housing starts were down to a considerable degree but 
that on the whole the construction industry was up and that you felt 
that your responsibility had to be exercised by looking at the overall 
picture ? 

Mr. Martin. Thatisright. That isright. 
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Senator Lona. Yes. 
Mr. Martin. Overall building is up. 

Senator Lone. So that the overall building was up? 

Mr. Martin. Overall building was up. 

Senator Lona. So therefore you did not feel you should adopt some 
policy that would encourage the addition of housing starts inasmuch 
as building activity asa whole is at a high level. 

You made the general statement that the board had to look at these 
overall items and it could not be too much impressed by a specific 
wheel within a wheel ? 

Mr. Martin. That is right. 

Senator Lone. Now, looking at the same situation with regard to 
consumer goods and industrial production, do you know of any time 
during the last 2 months when your general statement, which I think 
is a satisfactory general statement for these purposes, that industry 
could produce more and substantially more than the public would 
buy at existing prices, do you know of any period within the past 
2 months when your statement in that sane would not be correct 
or any time during the past 2 months at which you felt that the 
statement should be the other way around ? 

Mr. Martin. No, I do not know of any time in the last 2 months 
or at the moment, but we are talking about a broad plateau. 

Senator Lona. Good. 

So here we are on a broad plateau, and not just on a pinnacle for 
1day. Now, that being the case, is not that statement tantamount to 
saying that industry can produce substantially more consumer goods 
than the public can buy at existing price levels? 

Mr. Martin. Well, no; I do not think so, Senator. 

Senator Lone. What is the difference? 

Mr. Martin. Well 

Senator Lone. Why would not that follow? You are saying that 
prices are so high that the consumers will not buy that which industry 
will produce, and that there is plenty of production and plenty of 
productive facilities available, and that there is a shortage of con- 
sumer demand at existing prices. Does it not follow that at this exist- 
ing price level industry can produce far more goods than the public is 
ready to buy? 

Mr. Martin. Well, the cost goes up as they produce more, and as 
the cost goes up, why, then there is less buying power even than there 
is at the moment. And this is just a clear case of a cost-price opera- 
tion that industry wants to pass on to the consumer and it is getting 
more and more difficult to do it. 

Senator Lona. Well, the hour of 12: 40 having arrived, I am willing 
to suspend at this time. 

Senator Carlson, if you wanted to ask some additional questions, 
you are at liberty to do so. 

I would suggest that we recess on call of the Chair. I would like 
to continue this examination because there are quite a few additional 
things that I would like to cover. 

I regret, Mr. Martin, that I have such difficulty in getting the an- 
swers I want, or perhaps it is my fault that I do not put the ques- 
tions so that—— 

Mr. Martin. It may be my fault, Senator. 
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Senator Lone. You can convey the meaning that you would want to 
convey, but in any event, I would like for us to attempt to get these 
matters for the record, and perhaps we can meet again before the 
Senate adjourns, at which time I could ask my questions, and if I can 
get my information for the record, I will be glad to yield to Senator 
Carlson. 

Senator Cartson. As I understand it from the session this morning, 
you would conclude and I was to follow. 

Senator Lone. All right. 

(Whereupon, at 12:45 p. m., the hearing was adjourned, subject to 
the call of the Chair.) 








INVESTIGATION OF THE FINANCIAL CONDITION OF 
THE UNITED STATES 


MONDAY, AUGUST 19, 1957 


Unirep Strates SENATE, 
CoMMITTEE ON FINANCE, 
Washington, D. C. 

The committee met, pursuant to recess, at 10:30 a. m., in room 312 
Senate Office Building, Senator Harry Flood Byrd (chairman) pre- 
siding. 

Present: Senators Byrd, Kerr, Frear, Long, Martin, Williams, 
Malone, Carlson, and Bennett. 

Also present: Winfield Riefler, Assistant to the Chairman, Board 
of Governors, Federal Reserve System. 

Elizabeth B. Springer, chief clerk; and Samuel D. McIlwain, special 
counsel. 

The Cuarrman. The committee will come to order. 

Senator Long is here, and will continue his interrogation. 

Senator Lone. Mr. Chairman, I did not know we were meeting this 
morning. I just did not get the notice that you sent me. 

The Cuarrman. I would like to state the program, so far as it is 
possible to foresee at this time. Senator Long will continue his ex- 
amination, and I would suggest, Senator Long, that the record show 
that it is a continuation of your previous examination. 

Senator Lone. That would be fine. 

The Cuarrman. Then Senator Carlson; then Senator Malone, who 
has returned and desires to ask questions, which he thinks will take 
about 2 hours, and he has asked to have a meeting at 2 o’clock this 
afternoon. 

Mr. Martin. That is right. 

The Cuarrman. Should that program be followed, the committee 
will then recess to the call of the chairman. 

Mr. Martin. Yes. 

The CuatrmMan. Senator Long, you may proceed. 


STATEMENT OF WILLIAM McCHESNEY MARTIN, JR., CHAIRMAN, 
BOARD OF GOVERNORS, FEDERAL RESERVE SYSTEM—Resumed 


Senator Lone. I hope I can get through here in a half hour this 
morning, Mr. Chairman. 

I will say that to both chairmen, the chairman of the committee and 
of the Board. 

In the testimony of Mr. Humphrey and Mr. Burgess, they both 
indicated that they felt this investment boom was going ahead too 
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rapidly, and that it was not good that it should be going ahead that 
fast. 

My impression from your testimony thus far is that you believe 
that the current rate is a good thing, and perhaps should be going 
ahead at this rate. 

Do you agree with their point of view, or do you feel this invest- 
ment boom should go ahead as rapidly as it is? 

Mr. Marrrn. No. I think it is going ahead too rapidly at the 
present for the level of savings which we have. 

Senator Lone. And do you believe it is desirable that it should be 
slowed ? 

Mr. Martin. I believe that the rate of investment ought to; that we 
ought not to be supplying bank credit to cover the deficiency in savings 
that I think is there. 

Senator Lone. Yes. Now, the fact of the matter is‘that these high 
interest rates, and even this tight-money policy, have not prevented 
this rapid increase in investments in plant and equipment, and it seems 
to me that one of the main reasons is that, in most of the major indus- 
tries, the interest expense is less than 1 percent of the expense of doing 
business. Do you agree with that statement ? 

Mr. Martin. That isa small percentage; yes, sir. 

Senator Lone. We all know it is less than 1 percent of the cost. 

Mr. Martin. Yes, sir. 

Senator Lone. The conclusion I draw is that, since it is less than 
1 percent of the cost, an increase in interest rates would have very 
little effect on major industry insofar as a decision to expand plant 
and equipment. 

Mr. Martin. It has had very little direct effect that we can find to 
date, but I believe that there are a great many plans that you cannot 
put your finger on which have not only been sloved up but have actu- 
ally been laid aside for the time being because of the expectation of 
interest costs rising, and a tendency toward wondering if it would 
not be better to wait until the financing situation was a little bit 
better. But it has not prevented 

Senator Lone. The facts are that this tight-money policy, which 
has been accompanied by high-interest rates, has not at all slowed 
the investment boom, as far as the figures would indicate. I have here 
a compilation—I will supply you with a copy of it—which I ask be 
placed in the record. 

Senator Frear (presiding). Without objection, it will be placed in 
the record. 

(The table referred to is as follows :) 
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Economic Report and from Economic Indicators, which are my source 
materials. 

The average annual increase from 1953 to date was 3.3 percent. 
That is the growth rate in producers’ durable equipment. But from 
1956 to the first half of 1957, the annual growth rate was 10.1 percent. 

In the second quarter of 1956, as against the second quarter of 1957 
it has increased by 9.6 percent, or, comparing the first half of 1956 
with the first half of 1957, the increase has been an 11.1- -percent 
increase, in terms of constant dollars. 

That is certainly a very rapid increase. According to Secretary 
Humphrey, this rapid expansion of plant and equipment, more than 
any other one thing, has led to the inflation that we are having. Do 
you agree with that statement ? 

Mr. Martin. Well, I think that plant and equipment expenditures 
have been the primary move in the last 

Senator Lona. We have had these high interest rates and this tight- 
money policy during that period of time. The fact is that this rapid 
expansion has taken place in spite of that. How much more rapid 
do you calculate it would have been if you had not had high interest 
and tight money / 

Mr. Martin. I have no way of calculating it, Senator; but I think 
it would have been substantially more rapid. 

Senator Lone. It stands to reason that a decision to expand plant 
and equipment would also be hastened if the companies could take a 
more rapid depreciation allowance as a tax matter, would it not 

Mr. Martin. That is right. 

Senator Lona. And the bill passed in 1954, which made it possible 
for people to take their depreciation more rapidly during the first 
year or 2 or 3 years that they had the equipment, undoubtedly did 
contribute to this r apid expansion of plant and equipment. 

Mr. Martin. That is correct. 

Senator Lona. If we were trying to think of what we might do 
that might slow it down, perhaps we might very well have made this 
depreciation law flexible, so that it could have been changed or so that 
it could have been terminated in the event the investment was going 
on too rapidly. ‘That occurs to me as one thing that perhaps we could 
do even now; we could slow down the rate at which we permit people 
to take depreciation on equipment, if we wanted to slow down the 
investment boom. We have had a steady increase of interest rates 
during the last 5 years, although I believe there had been some 
instances in which there has been some slight downward fluctuation. 

Can you tell me when the downward fluctuations have occurred, and 
how long those fluctuations continued, during the last 5 years? 

Mr. Martin. I could prepare a paper for you and put it in the 
record. I could not do it out of my head, Senator. 

Senator Lona. Very well. 

Do you have that at the present time? Is there a chart available 
for it? Perhaps that could also be placed in the record. 

Mr. Martin. Yes, sir; we could put the chart in the record. 

Senator Lone. Yes. So there have been some motions in that, 
doubtlessly. 
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Senator Lone. I understand you do not believe high interest is 
good per se. You believe it is something that you have to put up 
with from time to time, but that it is bad for the Government and 
itis not good for the economy, aside from other factors. 

Mr. Martin. That is right. I would like to see as low-interest 
rates as we can have without producing these inflationary pressures. 

Senator Lone. That brings me to this point: The cost of Govern- 
ment is up more than a billion and a quarter dollars because of these 
increases in interest rates, and if we refinanced the entire national 
debt at the present level, it would increase the cost of Government 
by more than $4 billion. 

That leads me to this question: Assuming that we get past this in- 
vestment boom, and that the inflationary pressures subside so that 
we do not have inflation to contend with, would you then propose to 
use the powers of the Federal Reserve Board to bring these interest 
rates down to a level where they were in 1953, or even lower than 
that ? 

Mr. Martin. I do not think we would have much trouble. Once 
the demand for funds declines substantially, you will find that the 
interest rate level begins to decline. 

We would not be the slightest bit averse to using our powers, once 
deflation is clear, to ease money. We have got to make a judgment 
of when the time comes and what the right time is. 

In 1953, we started easing money, and we got a little bit overen- 
thusiastic about it, I think, toward the end of the year, but we actually 
pursued a policy of active ease during that period. 

Senator Lone. How low did interest rates go during that time? 

Mr. Martin. In 1954, to around one-half of 1 percent on the bill 
rate, Senator, in about the middle of 1954. 

Senator Lone. Were you using an open-market operation at that 
time? 

Mr. Martin. Yes. We were supplying funds by purchasing Gov- 
ernment securities. 

Senator Lone. The use of the open-market operation by the Federal 
Reserve Board can be used as a very powerful factor to bring interest 
rates down, can it not? 

Mr. Martin. It is an extremely powerful operation. But it cannot 
make people borrow money if they do not see an opportunity for 
profit. 

Senator Lone. The point is, that you have this supply-and-demand 
situation, you have competition for money, and you have the reverse 
of that, competition for securities. If the Federal Reserve Board 
were using its power to buy Government securities, it could tend to 
bring the general level of interest rates down by entering the field and 
competing with private lenders, could it not ? 

Mr. Martin. It can 

Senator Lone. So my question is, assuming that we get this infla- 
tion under control, do you then propose to use the powers of the Fed- 
eral Reserve Board to bring these interest rates back to where they 
were ? 

Mr. Martin. Bringing them back to where they were 

Senator Lone. Back down, I mean, to a level of where they were 
several years ago—— 
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Mr. Martin. We would use 

Senator Lone (continuing). At a time when the interest rates were 
low. 

Mr. Martin. We will use the power of the Federal Reserve to lean 
against either deflationary tendencies or inflationary tendencies. 

Senator Lone. Here is another question I have in mind: Leaving 
out this matter of inflation, is it not true that high interest does in- 
crease the cost for a great number of people in this country? In other 
words, in many respects it increases the cost of living for many people, 
in and of itself. 

Mr. Martin. It is one of the factors in increasing costs ; as I pointed 
out earlier, it is a minor factor in relation to the cost of the goods and 
services that they are buying, but unquestionably it is one of the 
costs. 

Senator Lone. The point was made by Under Secretary Burgess 
that for a major industry the interest cost was less than one-half of 1 
percent, and therefore an increase in interest rates of 50 percent would 
only increase its costs of doing business by perhaps one-quarter of 1 
percent. 

On the other hand, let us see what it does to home building. Here 
is a tabulation that I have made to show, on a 10-year and 20-year 
mortgage—no, put it on a $10,000 and $20,000 mortgage based on the 
per iod of years for which that mortgage is outstanding—the difference 
in cost. 

Now, I notice this: that the monthly payment and the final interest 
cost is almost 9 percent higher on a 20-year mortgage if you increase 
interest rates from 4 percent to 5 percent; the —— 2 yuna increase 
would increase the cost of buying a house on a 25-year mortgage by 
more than 10 percent, almost 11 percent; and it ouelet increase the cost 
of buying that house, if bought over a 30-year period, by 12.4 percent. 

I would like to make these a railable for the record. 

(The information referred to is as follows: ) 


Effects of the increase of 1 percent (i. e., from 4 percent to 5 percent) on interest 
payments for mortgages of various principal amounts and maturities 


Monthly 
|} Term Interest payment Total 
Principal (years) rate to princi- interest 
(percent) pal and payment 
interest 
5 $66. 00 $5, 838. 19 
4 60. 60 | 4, 543, 28 


a et iticdrtabes hain 4 5. 1, 204 91 


Percent increase in monthly payments_.-.._..---.-- : | 8.9 


$7, 525. 55 
5, 831. 51 


1, 604. 04 
10. 8 


‘ ; : f R % 317. 20 
i teibtaacacnisk restive miéies deinants ‘ ‘ | | , 167. 42 





Difference... ; 5. 2, 149. 78 
Percent increase in monthly payments- -.----_-- is _ ; hocnmakamete 12.4 

















re 
aur 
he 
ce 














FINANCIAL CONDITION OF THE UNITED STATES 1403 


Senator Lona. That does increase the cost of living for those people 
buying homes, does it not ¢ 

fr. Martin. Well, it certainly is a factor in increasing the cost 
of living to them. 

But putting it against the cost of building supplies and building 
equipment—I do not have the figures here, but I would be glad to work 
up a table for you and show you that cost has gone up infinitely more 
than this cost. 

Senator Lone. Well, if a person is buying a house, his cost is 
10 percent higher than it would be if you had interest rates 1 percent 
less, is it not? There is his average monthly payment. Ten percent 
would be a fair average, depending on those figures. 

Mr. Martrn. I do not know—well, the increase in monthly pay- 
ments here would be 10.8 percent more. Now, what the cost of the 
house would be on the higher cost, that would be 

Senator Lona. There it is, right there. There it is on the right- 
hand tabulation; you can see the final payment in interest, and that 
works out to about 10 percent additional interest costs. 

Mr. Martin. Yes. But the point I am trying to make, Senator, is 
that you are neglecting the rise in building costs that is occurring 
coincident with this. 

Senator Lone. I am just saying, in and of itself, let us leave out this 
argument about inflation for a moment—— 

Mr. Martin. Well, but I 

Senator Lone (continuing). And I am saying, how much does the 
additional interest cost increase the cost of buying a house? 

Well, a 1-percent increase in interest works out to about a 10-percent 
increase in the monthly payment on the house, does it not? 

Mr. Martin. Assuming that you can keep the cost of the house 
static. 

Senator Lona. I got those figures from the Banking and Currency 
Committee, by the way. I did not compute them myself. 

Mr. Martin. All right. 

But that is assuming you can keep the cost of the house static. The 
point I am making is, you just cannot make the assertion in a vacuum 
that it costs this amount, an increase in this amount. It has to be 
related to what the cost of the house is. 

Senator Lone. Well, if I want to buy a home, ordinarily, let us say 
there is a $10,000 house I want to buy. If I can get a 4-percent mort- 
gage, then my payments would run about 10 percent less than they 
would if I have to take it on a 5-percent mortgage; would that not 
be correct ? 

Mr. Marr. Well, yes. But what about the $10,000 house maybe 
costing $12,000 because of the current inflation ? 

Senator Lone. What I am saying is, and I hope you will agree with 
this, that in and of itself, leaving out all other tisioes, an increase 
in interest cost increases the cost of living for a homebuyer as 1 is to 10. 

In other words, every 1-percent increase in interest increases the 
cost of buying the house by about 10 percent. 

_ Mr. Martin. Well, the point I am trying to make is that in and of 

itself, you cannot separate this price. I just do not think you can 

make a statement—I mean, I do not think I can agree that in a vacuum 

you can say that the cost goes up by 10.8 percent. There certainly 
93633—57—pt. 3—13 
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will be an increase in costs; if you eliminate the factors of inflation 
and if current business factors were static, you would be correct. But 
I do not think that is so. 

That is where you and I have a disagreement. 

Senator Lone. Mr. Chairman, there is the tabulation, and if you 
are buying a house, you have got to think about the same thing I am 
thinking about, and that is, how much do I have to pay in total 
when I pay the mortgage off ¢ 

Even though I just computed how much my new mortgage is going 
to cost me, it is now going to cost us for the same mortgage $50 a 
month extra, or $600 a year more than we were paying before, be- 
cause of the increase in interest costs on a $20,000 mortgage. 

The same thing would be true of rent, would it not? 

Mr. Martin. Oh, yes. Rent would fall in the same category. 

Senator Lone. In other words, a landlord has to think in terms of 
the cost of money on his investment, and when interest costs go up, 
then of course it is necessary for him and all other landlords to ad- 
vance their rents; is it not ? 

Mr. Martrn. I doubt very much whether that is true in the pres- 
ent market, but it is certainly a factor that he has to consider, like- 
wise. 

But I think that a good many vacancies are appearing. 

Senator Lone. Even in the supply of housing, if a person is trying 
to decide whether to build one of these large apartment buildings 
around Washington, or anywhere else in the country, to supply more 
housing, he has to think in terms of charging rents which will enable 


him to pay the interest on his money and to amortize his investment; 
does he not ? 


Mr. Martin. He does, indeed. 

Senator Lone. This being the case, an increase in interest means 
that, certainly for rental new housing, the housing will not be con- 
structed unless the landlord feels he is in position to get the interest 
plus a fair profit and an amortization of his investment. 

Mr. Martin. That is correct. 

Senator Lone. In and of itself, standing alone, the increase in in- 
terest rates also increases the cost of a small-business man doing busi- 
ness, and to a much higher degree, on the average, than the cost of 
large business ; does it not ? 

Mr. Martin. No, I cannot say that. We have discussed that a good 
many times, and I am not at all certain of that. It increases the 
costs 

Senator Lone. You think that with businesses which have an 
equity investment, equity holding of, say, less than a quarter million 
dollars, that the interest cost is less than 1 percent of their costs of 
doing business ? 

Mr. Martin. Well now, rates on small loans have not gone up as 
much as on large loans. 

Senator Lone. That is not what I am asking, though. I am just 
asking if an increase in interest does not increase the cost of doing busi- 
ness for a small-business man even more than it does for most of the 
large industries? 

Mr. Martin. No; I cannot say I agree with that. 
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For the marginal borrower and, it is not a matter of whether he is 
small, medium-sized, or large, it certainly makes it more difficult for 
the marginal borrower to obtain credit. 

But I am unconvinced—we are going to make a careful study of 
this—but Iam unconvinced yet that you can demonstrate that the small 
person has been discr iminated against during this period. 

Senator Lone. Can you undertake to get us some figures, some in- 
formation, to show us what percentage of small business’ expense is 
represented by interest costs? The figures were provided with regard 
to basic industries by Under Secretary Burgess. 

I wonder if you might be able, either direc tly or through some of 
your inter departmental committees, to provide us with material to 
show us what is the percentage of cost represented by interest ex- 
pense for small businesses ? 

Mr. Martin. We will do our best on it, Senator. 

Senator Lona. I believe that is just about all the questions I wanted 
to ask, Mr. Chairman. Thank you very much. 
(The information referred to is as follows:) 


SMALL-BUSINESS INTEREST Costs 


The latest detailed information on business expenses available is the Internal 
Revenue Service tabulations of corporate income tax returns for 1953. These 
tabulations indicate that interest is a relatively smaller cost for small businesses 
than for large concerns. Thus, interest payments as a proportion of total com- 
piled deductions (total expenses allowed in computing net income) averaged 
one-half of 1 percent for nonfinancial companies with assets under $250,000, but 
amounted to a full 1 percent for corporations with assets of $50 million or 
more. Unfortunately, no comparable information is available from the tabu- 
lations of tax returns filed by proprietorships and partnerships. 

The Cuarrman. The Chair recognizes Senator Carlson. 

Senator Cartson. Mr. Chairman, I appreciate very much the grant- 
ing of this opportunity at this time. I will want to complete the 
statement, as you have just stated; otherwise, I would have been 
pleased to wait until Senator Long was present, because I talked with 
him Friday, and he had not concluded. 

Mr. Chairman, I have appreciated your very frank statements in 
regard to our monetary policy. Your opening statement seemed to 
me to stress the fact that the Federal Reserve had but one goal, and 
that is to give this Nation a stable and sound monetary program which 
would provide our economy with sufficient money and er edit to furnish 
high employment, expand production, and prevent inflation from 
robbing our people of their savings. 

It is my intention to ask a few questions in regard to labor, the 
gross national production, and the effects of employment and unem- 
ploy ment on our econom 

My first question is going to be: Is there a shortage of labor? 

Mr. Martin. The labor supply has fluctuated, Senator. In the last 
few years, as was evident in my colloquy with Senator Long, I think 
that in certain skilled areas today there is a ones of labor. 

A year ago, I think the shortage of labor was greater than it is 
today. But in certain skilled areas and in certain areas of the coun- 
try, there is definitely, in my judgment, still a shortage of labor. 

Senator Cartson. I noticed just recently, I believe last week, where 
the Secretary of Commerce and the Secretary of Labor, Mr. Mitchell, 
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stated that we had an alltime high, I believe, of 67,200,000 employed b 
during July. v 

The question then gets to be, if we have a shortage of labor, do you 
think that we are faced, then, with the choice between price stability, f 
a higher level of unemployment, and a slower rate of economic growth 
on the one hand, or creeping inflation and continued economic growth h 
on the other hand ? b 

Mr. Martin. Well, Senator, I am convinced that the alternative a 
to inflation is not widespread unemployment. I think we can have— S¢ 
and that is evidenced, I think, by the years in which we have had fi 
lower unemployment than we have presently, and also less inflation c] 
than we have currently—we can have very high levels of employment 
without inflation. fi 

The employment that we want is stable employment. It is employ- Se 
ment that will be sustained and maintained, not temporary additions 
to the labor force which will be cut back as soon as excess capacity St 
develops in the line. 

And it is my conviction we can have the goals of the Employment as 
Act in a country that has the growth potential of this country if we sc 
will recognize that if we try to do things too fast, we are going to 
have needless unemployment. to 

Senator Cartson. And following that suggestion and statement, if ec 
it should develop that we had to make a choice between creeping infla- CO 
tion or some unemployment, which would you choose ? CO 

Mr. Martin. I think it depends on the point that you are in the 
eycle. I think that any employment which would develop as a result is 
of a creeping inflation of the sort you are talking about would be 
very temporary indeed, and I think you cannot separate price stability oc 
and growth in the economy. I think that you have to recognize that th 
they are very closely related. It is not possible to completely isolate m: 
one from the other. th 

Now, I would not make a conscious choice in favor of unemploy- 
ment at any time. I would not make a conscious choice in favor of en 
price stability. But I think on an ad hoc basis, you have to gage the as 
position in the cycle of the operations. 

Senator Cartson. If the Federal Reserve had pursued a much easier ar 
credit policy over the last 18 months, what would have been the th: 
result ? | 

Mr. Martin. You would have had, in my judgment. more inflation sa 
than we have had. You would have had inflation feeding upon itself ye: 
in a way that it has not fed upon itself, and I am confident that you | 
would have had greater demands upon our resources than we could un 
have met without rather sharp further increases in prices. sal 

The cost of living has gone up for 11 successive months, as it is. yo 

Senator Cartson. Well, am I to understand if we would have had at 
easier credit policies, there would not have been more people em- fla 
ployed ? 

Mr. Martin. I do not think there could have been more people inf 
employed except temporarily here and there. I think you were gr 
pressing against capacity all through the period. ‘ 

Senator Cartson. Are the decisions the free market makes about the ten 
allocation of savings, in line with the economic welfare of our people?! ] 
For instance, is it consistent with our economic welfare for wealthy bid 






corporations like the A. T. & T., General Motors, and many others, to 
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be able to borrow money, while school districts, housing, and other 
worthy enterprises have unsatisfied demands for credit? 

That has been one of the problems, I know, which has been discussed 
for some time before this committee. 

Mr. Marttn. I say in a free economy, of course, if a corporation 
has retained earnings, just as if a wealthy man has wealth, they can 
be used. If we had had additional savings recently and less exuber- 
ance in our economy, there would have been more funds available for 
schools and highways and churches and playgrounds and the type of 
financing which ought to be done out of savings and not out of bank 
credit. 

Senator Cartson. Did I understand from that statement that the 
funds under this economy are determined or will be determined by 
savings ? 

Mr. Martin. Until there is a better balance between spending and 
saving, I am confident that it should be. 

Senator Cartson. Would you recommend Government measures to 
assure that a larger proportion of the savings go to States and cities, 
school districts, and to housing ? 

Mr. Martin. I think allocating the funds should be left primarily 
to the market. I do not think we can very readily maintain a free 
economy and take these funds and spec ifically allot them, except by 
congressional action; that, I think, is within the province of the 
Congress. 

Senator Carson. Well, do you consider the current rise in prices 
is at least partially independent of monetary developments? 

Mr. Martin. I think it is partially, because I think that spending, 
governmental and State and private spending, isa factor. There are 
the three factors here, money and credit policy, budget policy, and 
management of the debt, all of them working together, and I think 
that money and credit policy is just one of those three factors. 

Senator Cartson. We have been discussing some of these phases of 
employment and gross national production as it affects our economy 
asa whole. I want to get back to employment again. 

Do you think employ ment is (a) over full? ‘T mean by that, if we 
are employing 96 percent of our employable people or labor force, i is 
that about as high as we can get? 

Mr. Martin. I would say it is about as high as we can get. I would 
say we have had a condition of full employment for roughly the last 2 
years. 

Now, I would not want to be dogmatic and say that the degree of 
unemployment which is consistent ‘with a stable price level is neces- 

sarily an accurate definition of full employment. But I think that 
you have to bear in mind that at all times when employment is rising 
at the expense of price stability, you are one step removed from de- 
flation. And our battle should constantly be against deflation. 

I think that is our objective in resisting inflation. First you have 
inflation, which is followed by deflation. When you have a strong, 
growing economy such as we have had 

Senator Carison. Well, now, with this inflation, is it the natural 
tendency for a shortage of labor to cause prices to rise? 

Mr. Martin. Well, “labor is just one factor in it. If you have to 
bid labor away from one industry to put it in another industry, and 
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you are already straining against capacity, in a general sense, why, I 
think that in itself contributes to a rise in prices. 

Senator Cartson. You have just stated, I believe, that a shortage 
of labor is not necessarily the cause of a rise in prices, and that we do 
have, not necessarily full employment, but certainly very high employ- 
ment. There are some people who do not agree with the policies of the 
Federal Reserve, and contend that your present policies are preventing 
full employment, increased gross national production, and increased 
inflation. Ihave herea clipping from the Washington Post of August 
14, the heading of the article being “Economic Blundering Laid to 
Ike.” It isdated “Chicago.” 

The AFL-CIO executive council today launched an all-out attack on Eisen- 
hower administration economic policies with a charge that they were designed 
to hasten a recession. 

The council, meeting in its summer session here, issued a legal-style statement 
condemning tight-money policies and accusing business and administration 
leaders of “blundering dangerously.” 

Do you concede that you are blundering dangerously at the present 
time ? 

Mr. Martin. Well, obviously, I do not think the Federal Reserve 
Board is blundering ‘di: angerously. I think that to take the position 
that the way to cure an inflation is by additions to the money supply 
is just asking for more inflation, and I am convinced that the No. 1 
economic problem today is to direct all of our energies to reducing 
spending and increasing savings. We have within our grasp, as I 
stated earlier, I think, a higher standard of living on a sound basis, 
if we just do not try to do too many things too fast, and if we give 

savings a chance to accumulate to be utilized in the w ay they should 


be, instead of depending upon the creation of bank credit to supply 
a deficiency in savings. 

Senator Carson. Well, now, just following on in this same article, 
and I read: 


The statement was hammered out last night at a meeting of the AFL—CIO’s 
econumic policy committee, headed by Reuther and attended by Keyserling. 
It was organized labor’s most blanket indictment to date of Eisenhower economic 
policies. 


They state here, and I read: 


“A thorough reappraisal of all public policies and private actions that affect 
the stability and growth of the American economy is long overdue,” it added. 

The statement attacked decisions to raise interest rates by the Federal Reserve 
Board and the Federal Housing Administration and the offering of Government 
bonds at 4-percent interest by the Treasury Department. 

Such actions, the statement said, were designed to hasten a recession. 


Am I to understand that the Federal Reserve has in mind to hasten a 
recession ¢ 

Mr. Martin. There is no intention on the part of the Federal Re- 
serve to hasten a recession. I do not want recession at any time. 

I have pointed out that, if there are excesses which develop, correc- 
tions are necessary from time to time. The actions, the overt actions, 
we have taken—we influence the money supply, but do not control it— 
have been as a result of reflections of the demand, the terrific, over- 
whelming demand for credit that has occurred persistently in the 
economy for the last 2 years. 

It seems to me that it is tantamount to a California gold rush in its 
intensity, and that the forces which we are dealing with cannot be 
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equalized in any sense without the use of the price mechanism, and 
interest rates are merely a reflection of this operation. 

Interest is a wage to the saver as well as a cost to the borrower, and 
it will, over a period of time, have an equalizing effect. 

Senator Cartson. I have just read a recent article entitled “Cracks 
in the National Economy,” by Leon H. Keyserling, which appeared 
in the July issue of the Progressive magazine, published in Madison, 
Wis. Leon Keyserling is a personal friend of mine, and I have 
listened to him on many occasions, but I want to read 2 or 3 state- 
ments from this article which appeared in this magazine. 

The facts of our economic life show: 

Our overall economic growth in real terms, which averaged 4% percent a year 
for several years after World War II, has averaged only 2% percent during the 
past few years, and even less during the past 15 months. This slowdown has 
caused almost $60 billion in lost production within 4 years. Total production 
during the past few months has been at an annual rate of about $25 billion below 
full production. By the first quarter of 1957, the true level of unemployment 
was 40 percent higher than in 1953. 

First, I would like to ask you, what would have happened to our 
economy had we poured out $60 billion more in gross national produc- 
tion in the last 4 years? 

Mr. Martin. You would have had an acceleration of the point that 
I have commented on, that between 1955 and 1956 we lost more than 
50 percent of the increase in our gross national product in a markup in 
prices, without any additional goods and services, and I think that 
would have been accelerated substantially if what you said had 
occurred. 

Senator Cartson. Well, now, by the first quarter of 1957, and I am 
reading now— 

By the first quarter of 1957, the true level of unemployment was 40 percent 
higher than in 1953. 

I am not familiar with the figures in 1953, but I believe you stated 
that we have fairly high employ ment at the present time. 

Mr. Martin. We do have fairly high employment. I had not pre- 
pared it for that purpose, Senator, but I have an analysis of current 
unemployment here, which I would be glad to put in the record. made 
by our staff rec ently, which, certainly, I think, would be at variance 
with those figures you read. I think you could analyze these figures 
a great many different ways, and I would not offhand want to—I 
would be glad to put this in the record. 

Senator Cartson. Mr. Chairman, I am going to ask that it go in the 
record. I have not seen it. 

The Cuarrman. Without objection. 

Mr. Martyn. It is an analysis of the unemployment situation. 

Senator Cartson. I think it would be appropriate. 

Senator Bennett. Is it in such shape that it could be read for the 
information of the committee, to follow the questioning ? 


Mr. Martin. I will read this. 


FACTORS ACCOUNTING FOR DIFFERENCES IN UNEMPLOYMENT; 1951 TO 
MID-1953 AND 1957 
Current unemployment 
First, in terms of perspective, it is worth while examining cur- 
rent levels of unemployment. 
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In July 1957, unemployment totaled 3 million, or 4.3 percent of 
the civilian labor force, based on new definitions which were adopted 
starting January 1957. If old definitions were used—and data on 
the old basis are the only data comparable with earlier periods—un- 
employment in July would have been reported as 2.7 million, or 3.8 
percent, of the labor force. 

The summer months tend to be the high months in the year in 
respect to unemployment because of a large influx of students and 
graduates looking for summer jobs. As students leave the labor force 
in September and as the usual fall expansion in industrial activity 
gets underway, unemployment drops rather sharply. 

Between July and October, unemployment can usually be ex- 
pected to decline by 700,000 to 800,000. Thus, if only seasonal fac- 
tors affect unemployment between now and fall, the number of work- 
ers seeking jobs in October of this year will be only about 2.2 mil- 
lion, under the new definition. 

Since early 1955, seasonally adjusted unemployment has remained 
virtually unchanged, with the unemployment rate moving within a 
one-half percent range and with no consistent trend in either direc- 
tion. 

I just made this up for my own information. 

During this period. over 5 million workers were added to the 
labor force, a much larger increase in the labor force than would have 
been expected on the basis of growth of the population of working 
age, reflecting the continuing strong demands for workers. 

This fact also indicates the frictional nature of current unemploy- 
ment, in that it has been necessary to go outside of the labor force 
to meet demands for additional employees. 

Other indications of the current low level of unemployment are that 
about two-thirds of the unemployed have been looking for work less 
than 6 weeks, and that only 500,000, or less than 1 percent of the la- 
bor force, were reported as having been unemployed for 15 weeks 
or more in July. 

Except for the very young age groups who are just starting their 
work careers or looking for summer work, unemployment rates among 
adult workers are very low. In each age group 25 years and over, 
the unemployment rate was substantially below the average. 

For married males with wife present, the unemployment rate in 
July was only 2.3 percent. 

While there are a number of areas which report substantial labor 
surpluses—unemployment rates of 6 percent or more—they consist 
mainly of textile towns and mining areas, in which the age, sex, past 
work experience, and geographical location have in large part pre- 
vented the absorption of these persons into gainful employment in a 
period of expanding demands for workers. 

In contrast, there are still reported shortages for engineers, teachers, 
and other professionals along with some kinds of skilled workers. 

Senator Cartson. That was certainly a very interesting statement. 

If I understood it correctly, in July the unemployment had reached 
only 2 or 3 percent, less than 3 percent, of our national labor force. 

Mr. Martin. I will continue this a little bit further, if I may. 

I have here comparison of current unemployment with 1951 to 
mid-1953: 
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In the first half of 1957, average unemployment was about 800,000 
to 1 million more than in comparable months in 1952 and in 1958. 
The old definition was used in both instances for purposes of com- 
parability. 

Since 1952, some 6 million people have been added to the labor 
force. If the data is standardized to take account of increases in the 
labor force and differences in age and sex distribution in the two 
periods, unemployment would have increased by 200,000. 

The major differences in unemployment in the two periods pri- 
marily result from the Korean hostilities. Between mid-1950 and the 
defense peak, the Armed Forces increased by 2.3 million. This re- 
sulted in a sharp reduction in the number of unemployed males under 
25 years of age. 

Since mid-1953, however, the Armed Forces have been reduced by 
800,000 men, from 3.6 million to 2.8 million, and this to some extent 
accounts for a slightly higher unemployment rate among younger 
men in 1957 than in the earlier period. 

During the period of the Korean conflict, there was a well-adver- 
tised manpower shortage. Public agencies and many employers con- 
ducted an active and extensive drive for workers. This apparently 
had a number of effects. 

It tended to reduce unemployment as well as the length of unem- 
ployment for those seeking oaks On the other hand, it led to hoard- 
ing of workers and use of less eflicient workers on the part of em- 
ployers who feared that sufficient manpower might not be available 
in the future. 

On the whole, in this period it appears that there was a good deal 
of underutilization of manpower, and there was very little growth in 
productivity. It was not until after cessation of hostilities that output 
per man-hour started to rise again. 

It seems likely, although it 1s difficult to prove, that during periods 
of hostilities—World War II and Korea—people interviewed in the 
census household sample surveys, may have been reluctant to admit to 
being unemployed, on the assumption that unemployed persons were 
not contributing to the defense effort in view of stories of worker 
shortages delaying war efforts and other patriotic appeals. During 
World War II, reported unemployment fell to the very low figure of 
400,000. 

Since 1953, there has been a reduction in manpower requirements in 
the railroad, mining, and textile industries which has resulted in some 
increase in longtime unemployment and is reflected in somewhat higher 
rates of unemployment among older workers now than in the 1951-53 

eriod. 
. As mentioned earlier in this memorandum, this has resulted in what 
might be called some chronic unemployment; but the number of such 
persons appears to be small. 

In 1956 and 1957, there have been a number of mixed trends in the 
employment situation resulting in some layoffs. In 1956, the reduc- 
tion of automobile production was definitely reflected in the unem- 
ployment totals but was offset by other gains. 

In 1957, while unemployment among automobile workers declined, 
reductions in residential construction, lumber, electrical machinery 
and more recently aircraft employment, have tended to keep the un- 





1412 FINANCIAL CONDITION OF THE UNITED STATES 


employment totals fairly constant, but probably slightly higher than 
if all activities were currently rising. 

The unemployment series is based on a sample survey and has all 
the difficulties of such data including sampling error. <A difficult fac- 
tor to evaluate has been the improvement in unemployment data re- 
sulting from two changes in the census sample since 1952-53. 

In 1957, census interviewed about 35,000 households in 330 areas 
each month. In 1952-53, only 21,000 households were interviewed in 
68 areas each month. Sampling error for unemployment in 1952 was 
calculated as 190,000. In 1957, the sampling error is 100,000 for 
unemployment. 

The census sample was increased from a 68-area sample to a 230-area 
sample in January 1954. The results of the new sample showed that 
for January 1954, unemployment exceeded the old sample figure by 
some 700,000, or 31 percent, a considerably larger difference than could 
reasonably be attributed to sampling variability. 

An examination of the evidence by the Census Bureau's staff and a 
special technical committee led to the conclusion that the old sample 
figure was understated, partly because of inadequacies in interviewing 
during the period of transition to the new sample. 

On the basis of comparing the total unemployment statistics with 
the number of persons receiving unemployment compensation, it was 
concluded that the understatement started in September 1953. 

On this basis, an adjustment was made by arbitrarily graduating 
downward the percentage difference between the old and new sample 
estimates of unemployment from January 1954 to September 1953, and 
no change was made for prior months. 

In April 1956, the sample was again expanded, this time to 330 areas, 
but the unemployment figure was reported as approximately the same 
for both samples. 

(Tabulation on unemployment and labor force submitted by Mr. 
Martin is as follows:) 


Unemployment and labor force, July of each year 


| 
1957 (old |1957 (new 
1952 | defini- defini- 
| tion) tion) 


= 


Number unemployed (thousands). ......- 


is 
oe 


2, 686 | 3, 007 


{ 


t 


Unemployment rate: 


to 
2 


14 to 19 years 
20 to 24 years 
25 to 34 years 
35 to 44 years 
45 to 54 years 


— 





PNRNNNHHSROh 
Nhe ON Or OS 
hee Ooh 
Ono ee or Ow 
PERN SS 
wSConwmonmocw 


65 years and over 


Total labor force (thousands) 
Armed Forces (thousands) 


Civilian labor force (thousands) 


| 


> || Rotor Rot ge 


a|& 


| 





bw Nwwmaewnwnwo 
|| SrorNEmses 


m || mesma wor 


a 
wi 
@ || 


s 
8) 2 


~ 
“I 
_ 





F | oS 


& w& || 
= 








nt 
_— 
a 


Mr. Martin. I had that made up, Senator, because I wanted to go 
over the data on unemployment. It is not a completely scientific 
analysis, as you can see. 

Senator Cartson. Mr. Chairman, I think you made a very valuable 
contribution this morning, because it is one of the problems confront- 
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ing this committee, the percentage of unemployment, and whether 
we have full employment. 

The gross national production we have at the present time, which 
I understand is very high, is based on this 96 or 97 percent of full 
employment. 

hen I would ask again—I still have this article before me of Mr. 
Keyserling’s—who would have produced—and I am quoting now: 

Total production during the past few months has been at an annual rate of 
about $25 billion below full production. 

Who would have produced those goods, $25 billion worth, with 
this employment? 

Mr. Martin. Well, I do not know who would have, and I think it is 
perfectly obvious that prices have been rising during this period, and 
they would have risen more, if you had had further additions to debt, 
which is largely what we have been dealing with here: we never want 
to forget the fact that of recent additions to purchasing activity, a 
good percentage is accounted for by debt. I deplore the idea of spend- 
ing more than you have to try to buy more goods than are available. 
The creation of money to add to the spending stream under such cir- 
cumstances can do liens but put prices up, as I see it. 

Senator Carson. I want to read another section from this same 
article by Mr. Keyserling, and I do not do this because of anything 
personal against Mr. Keyserling, but it is a philosophy that he evi- 
dently has advocated, and there is a conflict between different views 
in this Nation, and I think we ought to analyze it a little, and I 
quote : 

The slowdown in economic growth has resulted largely from an even greater 
slowdown in consumption growth. Purchases by American consumers, measured 
in 1956 dollars, grew only 1% percent from the fourth quarter of 1955 to the 
fourth quarter of 1956. The deficiency in this consumption now accounts for 
70 percent of the deficiency in total production. 

From that statement, may I inquire about the purchasing power 
of our American people. Do they have the funds to buy with, or what 
is our situation ? 

Mr. Martin. Well, purchasing power has been high; if you take dis- 
posable personal income, this last month it made a new high $302.5 
billion—personal income was $345.5 billion. 

I might read here what I have on consumer disposable income. 

The assertion that consumer disposable income ae not increased 
during the past year disregards the inflation which is our problem by 
stating it in terms of ex-inflation dollars. 

This is the colloquy I had with Senator Long. I am sorry he is not 
here. 

Consumer personal income available for spending has grown ap- 
preciably, both in absolute amount and on a per capita basis, during 
the past year. 

It is the largest single component, by far, of the total spending 
stream that has sustained the continued rise, both in wholesale prices 
and in the cost of living. If consumers had saved a larger proportion 
of this income, which is the point I made earlier, it would have been 
available for the financing of schools, highways, and capital plant, 
without contributing further to inflation and the reduction in the 
value of their spending dollar. 
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As it is, the inflation that has actually occurred has offset in large 
part the buying power of the increase in consumer disposable income, 
There is just no percentage in increasing disposable personal income 
if you are going to lose more than 50 percent of the increase from 
one year to the next in a markup in prices without any additional 
goods and services. 

Senator Cartson. In other words, a reduction of the dollar’s pur- 
chasing power would not increase the amount of goods the consumer 
got, but he would pay more for them. 

Mr. Martin. That is right. 

Senator Cartson. As I read this, I was concerned about it, because 
it states in this article, and I will read again now: 

The deficiency in this consumption now accounts for 70 percent of the 
deficiency in total production. 

In view of your statement, it seems to me we have been producing 
pretty well at capacity, and any additional production to be pur- 
chased by the consumer would have been bought at greatly inflated 
prices; would that not be correct ? 

Mr. Martin. That is correct. 

I have a comment on production here I would like to read, if you 
would permit it, Senator. 

Senator Cartson. You may. 

Mr. Martin. Increased production per se does not cure inflation. 
Money income is generated in the process of production, and becomes 
part of the spending stream. 

As was pointed out on Tuesday, one man’s expense is another man’s 
income. Consequently, increases in production in themselves add to 
the flow of spending as well as to the flow of goods. 

Increased output to the full extent permitted by our capabilities is 
good, provided, of course, it is the right production and is financed in 
such a way as to promote continued prosperity. 

However, if there is excess money demand present in the economy 
at a time when resources are actively employed, that excess will cause 
a rise in prices. Increased production under these circumstances 
will add to the spending stream as well as to the stream of goods and 
services. 

It will not, therefore, eliminate the excessive money demand that is 
the cause of rising prices. For inflation to be curbed, excess money 
demand must be absorbed from the spending stream. 

This may come about by the development of a budget surplus, by 
increased planned savings, by curtailed borrowing from banks, or by 
a slowing down in the growth of the money supply or in its turnover. 

It does not result automatically from increased production. 

No one would maintain that a cessation of production, the reverse 
of this proposition, would stop a deflation. Likewise, an increase in 
production does not in and of itself stop an inflation. 

The unhappy condition of France today is a standing example of 
this fact. It sharply increased its production as well as its produc- 
tivity, but it failed to take measures adequate to reduce the excess 
money demand that was necessary to avoid a crisis. 

Senator Cartson. Mr. Chairman, that is an answer to a question I 
ae to get into, because I am getting into productivity, so I will 
ask a question now that I feel you have answered : 
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Do you consider the current inflation is due to increases in profits 
or wages greater than increases in productivity ? 

Which is about what you have stated in that statement you just 
read. 

Mr. Martin. That is correct. 

Senator Cartson. I notice that Dr. Gardiner C. Means, an econo- 
mist for the Committee for Economic Development, who invented the 
term, I think, “administered prices,” has come up with a theory that 
the current inflation is an “administered” inflation. 

As I read the statement, he contends that the sellers of commodities 
can administer prices to any level they choose, and labor, in view of 
its great bargaining power, can increase wages in any amount they 
care to, and that this is “administered” inflation rather than a mone- 
tary inflation. 

Do you agree with that theory ? 

Mr. Martin. No, I do not agree with that, Senator. I have com- 
mented from time to time on administered prices, and I recognize that 
there are such things, and that they can be effective for periods of 
time. 

But I insist that in the long run, you cannot get away from the 
fundamental forces of supply and demand, and that is what we are 
dealing with here. When we talk about inflation, it really does not 
make too much difference whether we are talking about cost inflation, 
price inflation, or how it comes about; the fact remains it is still in- 
flation, and we have got to do everything within our power to stop it, 
or the expectation of further inflation will become one of the ele- 
ments of psychology in the country in such a way that saving and in- 
vestment, which is at the heart of a growing economy, will be eroded. 

That, in essence, it seems to me, is where the problem lies. 

Senator Cartson. Then I believe your answer to that would be that, 
it would not be correct to state, rising prices cause inflation, but that 
they are the result of inflation ? 

Mr. Martin. That is correct. 

Senator Carztson. Well now, if we should agree with Dr. Means’ 
theory, and there are some who do, would it not mean that it would 
take a national buyers’ strike to end or retard inflation, if we followed 
through in his theory? 

Mr. Martin. I do not know about a national buyers’ strike, but, in 
a free economy, you cannot make consumers either spend or save or 
increase their spending by fiat, by decree. It has to come about by 
their recognition of the business process, and their wants and desires, 
and the satisfaction of them. 

I do not think that you will have a buyers’ strike per se in this 
country, from business causes. It would be more likely a buyers’ 
strike, if you want to put it that way, would come from a sort of 
psychological frustration. 

And one of the psychological frustrations that could become over- 
whelming would be just general frustration about the course of our 
fiscal and monetary affairs. 

Senator Cartson. Would you indicate statistically or graphically 
the relative rates of increase in profits, wages, and productivity, in 
manufacturing, and such other segments of our economy for which 
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figures are available, for the periods beginning in the year, for in- 
stance, 1900 to the present—— 

Mr. Martin. I would be very glad to have that prepared. 

Senator Carison. Prepared, and put it in the record. 

Mr. Martin. Semuand, and put it in the record. 

Senator Cartson. Do that, and then take 1930 to the present, 1940 
to the present, 1946 to the present, and 1953 to the present, and 1956 
to the present. 

Can the aggregate of profits and wages rise more rapidly than pro- 
ductivity without causing a rise in prices ? 

Mr. Martin. I donot think so. 

Senator Cartson. Is it reasonable for the public to expect that 
with proper Federal Reserve policy and a balanced budget, wage 
increases will be compatible with a stable dollar ? 

Mr. Martin. I think so. 

Senator Cartson. Do you have figures there which would show the 
rate of increase in productivity since the end of 1945? 

Mr. Martyn. I will be glad to get them for you. 

Senator Carson. If they are available, I would like to have them. 

Mr. Martin. Why do we not get them and put them in the record ? 

Senator Cartson. Place them in the record. And if you do that, 
would you get them since the end of 1954? 

Mr. Martin. I would be glad to. 

(The information referred to is as follows :) 


QUESTIONS RELATING TO PRODUCTIVITY, WAGES, PROFITS, ETC. 


It should be stressed that available data relating to output per man-hour (pro- 
ductivity) are subject to significant limitations. Furthermore, for 1957 the 
available data relate only to manufacturing, and these are as yet quite tentative. 

In Chairman Martin’s answers to No. 9 of the questions submitted by Senator 
Byrd, it was stated: 

“Unfortunately, the available data on output per man-hour do not allow us 
to say with any degree of precision what the short-run changes in productivity 
or in unit labor costs have been from month to month, quarter to quarter, or 
even year to year. There is first the problem of accuracy of the measurement 
of output per man-hour which requires relating output and man-hour series to 
each other, each with different weighting factors, seasonal movements, and 
many possible, but unknown errors. Then there are problems of concept, includ- 
ing questions relating to the inclusion of various categories of workers, the 
measuring of changes in quality of product, the use of physical output versus 
deflated dollar output, the weighting of respective series, etc. While these prob- 
lems are difficult and controversial, progress is being made in measurement. At 
present, however, there is no one official series pertaining to productivity. 

“In the nonmanufacturing sector, measurement of output per man-hour is 
subject to even greater qualification than in the manufacturing industries, be- 
cause it is so difficult to measure output in physical terms * * *.” 

The committee staff of the Joint Economic Committee, in its productivity, 
prices, and incomes (published in 1957) has compiled a great variety of infor- 
mation relating to the above questions. The Joint Committee staff is fully aware 
of the difficulties engaged in measuring these variables and is careful to caution 
users about their limitations. Thus, on page XI of this report it is stated: “We 
submit these data with some hesitancy, since many of them are subject to all of 
the limitations and frailties of statistics in general. Data covering long pe- 
riods of years collected by different agencies and for varying purposes must be 
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used with great caution since concepts, coverage, consistency, and degree of ac- 
curacy make their interpretation uncertain and the drawing of inferences and 
relationships hazardous. On the empirical evidence of statistics alone it is, 
moreover, dangerous to ascribe casual relationships where correlations, no mat- 
ter how close or how elusive, appear to exist.” On page 5 it is stated: “The 
problems of measurement have been particularly troublesome in studies of pro- 
ductivity, prices, and incomes.” 

For the purpose of answering Senator Carlson’s questions, some relevant data 
have been selected from this report. 

The following table is reproduced from page 22 of this report: 


Average annual percent increase in real private product per man-hour ' 


Period Total | Farm Nonfarm Period Total Farm Nonfarm 


1610-10;....... .7 || 1953-56... 2.! 4.8 

1919-29___ a aa 1910-39 x 
1929-39__. 2.! 2. 2.5 || 1910-53 ‘ 1.8 
1939-47... ral 2.! 2: -6 || 1947-56 3. 4.0 
1947-53. ....- Sel 3.6 3. 3. 1910-56 2: 2.0 


1 Computed from least squares trends of the logarithms of the index numbers of tables 3 (p. 89 of the report) 
and 5 (p. 91). 


On page 18 of this report it is stated: “The long-run average rate of increase 
in output per man-hour has been about 2.2 percent per year for total real private 
nonfarm product, about 2 percent for farm product, about 3 percent for manu- 
facturing, 2.4 percent for farm production (gross), over 214 percent for mining, 
and about 3 percent for steam railroads. 

“The rates of increase in each segment have varied widely over shorter periods. 
For example, in manufacturing the average rate of increase per year (computed 
from a least squares logarithmic trend line) was about 2.9 percent from 1909 
to 1914, no change from 1914 to 1919, about 5.3 percent from 1919 to 1929, about 
2.2 percent from 1929 to 1939, less than 1 percent from 1939 to 1947, and about 
3.7 percent since 1947. Gross agricultural production per man-hour increased 
by only about 1% percent per year from 1910 to 1939, but rose at a rate of 4 to 
414 percent per year from 1939 to 1956.” 

The accompanying table 1 shows for manufacturing industries, for selected 
years: 

(a) Real output per man-hour, 1947-49=100. 

(b) Hourly earnings of production workers in both current and 1956 prices. 

(c) Payrolls (1947-49=100). 

(d@) Corporate profits in manufacturing before and after tax. 

(e) The BLS Consumer Price Index, in addition to the data relating to manu- 
facturing industries only. 

These are a complex set of data to analyze, quite apart from the limitations 
of the statistical measurement of output per man-hour. It should be noted, 
however, that the changes in corporate profits and in total payrolls reflect, among 
other factors, changes in prices, in total output, in employment, and in the length 
of the overage workweek. Between the terminal years 1914 and 1956, the data 
suggest that hourly earnings after allowance for changes in consumer prices, 
have shown about the same increase as has real output per man-hour. Within 
this long period, however, there have been intervals when hourly earnings, after 
allowance for changes in consumer prices, have apparently increased faster than 
output per man-hour and other intervals when they have increased slower. 
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TABLE 1.—Manufacturing 


Hourly earnings Corporate profits 
Real output | Consumer |(production workers); Payrolls | (billions of dollars) 
rman-hour| Price Index (1947-49= 
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1 Not available, 


Source: Real output per man-hour and payrolls from staff of the Joint Economie Committee report, 
Productivity, Prices, and Incomes; Consumer Price Index and hourly earnings from Bureau of Labor 
Statistics; corporate profits from Department of Commerce. 


Table 2 shows for selected years indexes of real private production per man- 
hour and estimates, in billions of current dollars, of total compensation of em- 
ployees and of total corporate profits before and after corporate profits tax lia- 
bility. Also shown are employees’ compensation and corporate profits as per- 
centages of national income. It should be noted that the data on production per 
man-hour are based on deflated estimates of output; whereas the estimates of 
employees’ compensation and profits reflect price changes as well. 

These estimates indicate that growth in real production per man-hour for the 
private economy as a whole was substantially smaller than the increase in pro- 
ductivity for the manufacturing sector (shown in table 1), both for the entire 
period from 1909 to 1956 and for the last decade of this span. On the other hand, 
the estimated gain since World War II in real average hourly earnings in the pri- 
vate nonagricultural area as a whole (not shown in the table) was about the 
same as the increase in real average hourly earnings of production workers in 
manufacturing. (See estimates and discussion in Bureau of Labor Statistics 
study, Productivity, Earnings, Costs and Prices in the Private Nonagricultural 
Sector of the Economy, 1947-56, May 13, 1957.) 

The relative shares of total national income accounted for by employees’ 
compensation and by corporate profits before tax showed relatively small changes 
from 1953 to 1956 and were at levels well above those in 1929 and in 1940. 
Reflecting higher rates of taxation on corporate income, corporate profits after 
tax in recent years have been a smaller percentage of national income than in 
the immediate postwar and in prewar years. Thus, while employees’ compensa- 
tion and before-tax profits both increased by over 360 percent from 1940 to 1956, 
after-tax profits rose by about 225 percent. Taxes on individuals’ incomes, how- 
ever, have also been increased and, on an after-tax basis, the increase in em- 
ployees’ compensation would also be considerably smaller than the before-tax 
data in the table indicate. Estimates of personal taxes paid by employees are 
not available separately from the total of such taxes. 
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TABLE 2.—Output per man-hour, compensation of employees, and corporate 
profits, selected periods, 1909-56 


Total corporate profits Percent of national income 
private Total de 
produc- | compensa- 
tion per tion of Total Total corporate profits 
man-hour | employees Before After compensa- 
(1947-49 tax tax tion of 
= 100) employees | Before tax | After tax 


Billions of | Billions of | Billions of 
current current current 
dollars dollars dollars 

47.7 (*) (4) 
66.9 51.1 
64.9 46.8 
85.9 52.1 
97.1 117.7 
118.6 208. 1 
120. 4 206. 8 
125. 4 223. 1 
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Percentage changes 











1 Not available. 


Source: Real private production per man-hour from staff of the Joint Economic Committee report, 
Productivity, Prices, and Incomes; compensation of employees and corporate profits by Department of 
Commerce, 


Senator Cartson. What is the cause of the relatively lower rate of 
the increase in productivity in the past 214 years? And I believe we 
had testimony to that effect here from Secretary Humphrey and Secre- 
tary Burgess, and maybe yourself. 

Mr. Martin. Well, I do not know. I cannot answer that specifi- 
cally. I think there has been some tendency perhaps to compress, 
but I cannot explain. 

Senator Caruson. Would you be willing, if you can prepare some 
statement on that matter, to present it for the record ? 

Mr. Martin. I would be very glad to prepare it. 

(The information referred to is as follows:) 


The tables submitted for changes in productivity indicate that (@) Real private 
production per man-hour changed little from the year 1955 to the year 1956; and 
(b) output per man-hour in manufacturing activities showed a much smaller rise 
from the year 1955 to the year 1956 than in most preceding postwar years. 

Any persistent decline in the rate of productivity increase would, of course, be 
a matter of concern. It should, however, be stressed that gains in output per 
man-hour have in the past been uneven from year to year. For example, from 
1950 to 1951 real private production per man-hour showed about the same increase 
as from 1955 to 1956, while output per man-hour in the manufacturing industries 
changed little—and may have declined. Developments in late 1955 and early 
1956 cannot, of themselves, be taken as indicative of a significant lowering of the 
long-term rate of productivity gain. Furthermore, these data give no indication 
of changes in productivity in 1957. Thus, to quote from Chairman Martin’s 
answer to question 9 submitted by Senator Byrd, “The preliminary data for 
manufacturing, based on production workers only, suggests that in the last half 
of 1955 and the first half of 1956 output per man-hour was relatively stable 
rather than increasing. Wage rates continued to rise during this period. After 
mid-1956, however, it appears that output per man-hour again began to increase 
with the rise in output per man-hour between mid-1956 and mid-1957 probably 
more in line with historical trends.” 
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The reasons for the slowing up in the rate of productivity increase in the 
second half of 1955 and the first half of 1956 cannot be stated with certainty. 
The slowing up may in part represent the intensive utilization both of manpower 
and industrial capacity during this period. Thus, plants may have been used 
beyond their most efficient operating level. The effects of the large investment 
program on which industry embarked in early 1955 would not be felt until later. 
The tight labor market may well have been reflected in hiring new workers in a 
number of occupations who were not as experienced as the bulk of the work 
force. Furthermore, shortages of labor may have resulted in excessive work 
forces (in effect, hoarding) in many companies. Finally, the strong demands of 
the period and the fact that profits were at advanced levels may have put some- 
what less pressure than usual on employers to push for productivity gains. 

Senator Cartson. What is the basic cause of a continuous rise in 
productivity over the past 50 years? 

I think our economy has been growing, expanding. What is basi- 
cally the cause of it ? 

Mr. Martrn. I think the worker has performed more efficiently, and 
I think technology has played a very important part in it. 

Senator Cartson. What about the increased skill of workers ? 

Mr. Marty. I think that has been a major factor. That is one of 
the reasons why we need to keep our educational facilities abreast of 
the things, particularly in technical schools and that type of thing. 
We need additions to the skilled labor force in every way that we 
can get them. 

Senator Cartson. What about increased capital investment in more 
efficient machinery ? 

Mr. Martin. I think that has been a major factor also. 

Senator Cartson. I recently read an article which stated—I thought 
it was so interesting I copied a paragraph or two of it—which stated 
that today our labor force numbers 67 million and supports a popula- 
tion of 170 million by producing goods and services at the phenomenal 
rate of $425 billion per year. 

The article also stated that it required a capital investment of about 
$12,000 to give him a job and furnish him employment over an 8-hour 
day. Now, this same article estimated that by 1965 each factory 
worker’s job will represent an investment of $18,000, and that we 
should have at that time 76 million workers. 

Now, is it your contention that our savings must be expanded to 
take care of this increased job of furnishing labor with jobs? 

Mr. Martin. I do indeed. I think that, and I believe we can pro- 
duce the savings for that. I think that we ought to devote our energies 
in a period like this to reducing spending and increasing savings so 
that we can properly finance this expansion which is required, and 
desirable. 

Senator Cartson. Well, on that basis, if we have a gross national 
production now of $425 billion or $427 billion, by 1965, where are you 
going to have us at that time? 

Mr. Martin. I am not good on forecasts, Senator. But I think it 
will be higher than it is presently. 

Senator Cartson. I think I read sometime back that Dr. Burns, who 
was the economic adviser to the President sometime back, stated that 
we would reach $600 billion but I do not know whether it was 1970 
or 1975. Ihave forgotten the figures. 

Mr. Martin. He is a very able economist, and I am not, but I have 
great faith in the future of this country. 
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Senator Carison. You may not take credit for being an economist, 
but you work with this every day so I am sure you follow it closely. 

Should the source of the increased productivity influence the dis- 
tribution or the benefits accruing from such increased productivity ? 

Mr. Martin. Yes, I thinkso. I think there should be wide distribu- 
tion of the gains that there are to all of us. Gains from increased 
productivity should be spread through the economy as widely as it is 
possible to spread them. 

Senator Cissaes Well now, in distribution, that takes effect, I 
assume, in the normal operations of a free enterprise system, or is it 
going to require congressional action to move some of these benefits? 

Mr. Martin. My conviction is that we will get wider distribution, 
assuming that competition is maintained, through the free-enterprise 
system than through congressional mandate or action. In fact, I 
think the size of the economy and the nature of the economy is such 
that, even with congressional action, it is very difficult to effectively 
direct the flow at any time. 

Senator Cartson. It seems like when Congress starts tampering 
with the economy, and we have—I have been here 22 years, and I 
have observed some of these controls; not only wages, but allocations 
of materials—that it may work temporarily, but, over the long term, 
we get into difficulty. Is that not about right? 

Mr. Martin. That is right. 

Senator Cartson. If increased productivity is due, primarily, to 
increased investment, is there any reason why so much of such bene- 
fits as is in excess of that claimed by capital should go to labor in 
higher wages rather than to the entire public in lower prices? 

Mr. Martin. Well, I think it should be shared by everybody; as to 
the excess that you are talking about, I think, sometimes, that the 
consumer is the forgotten man in most of our discussions, and I think 
he ought to be given a very prominent role. It seems to me we are 
all working, in a sense, for the consumer, and we ought to do what 
we can to see that he gets some of these benefits. 

Senator Cartson. Some contend, Mr. Martin, that the taxpayers 
have been forgotten, too. 

Mr. Martin. Well 

Senator Cartson. What was the increase in rate of increase in 
productivity since the end of 1945¢ If you do not have that, I would 
like for you to get it. 

Mr. Martin. I will be glad to get that. 

Senator Cartson. Make it since the end of 1954, also. 

Mr. Martin. All right. 

Senator Carutson. What is the cause of the relatively lower rate 
of the increase in productivity during the last 21% years? If you do 
not have it 

Mr. Martin. I do not know, but I will work up a memorandum 
on it. 

Senator Cartson. How can continuous increases, in the aggregate, 
of profits and wages be prevented from exceeding increases in 
productivity! 

Mr. Martin. Well, we have collective bargaining, and I think that 
both management and labor have got to study that. It is not a one- 
sided operation. I think that, as you approach most of the labor 
negotiations, management is inclined to claim they cannot do any- 
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thing and labor is inclined to ask for the moon, and I think the answer 
is et in the middle ground. 

enator Cartson. You have been much concerned for some years 
about the need for maintaining a stable dollar. In your testimony 
the other day, you said that monetary and budgetary policies are only 
part of the answer. As you see it, what part of this problem is not 
susceptible to monetary and budgetary policy, and along what lines 
are solutions to be found ? 

Mr. Martin. Well, I think that the management of the debt is some- 
thing that should be borne in mind at all times, and I think that it 
is very difficult for money and credit policy to operate against a debt, 
for example, such as we had at the time of the pegged market, when 
marketable Government securities virtually were interest-bearing 
money because you could get par and twenty-two thirty-seconds for 
them anytime you wanted. And I think that if you are faced with 
a constant increase in spending and, during a period of high utiliza- 
tion of resources and generally favorable employment, if the Govern- 
ment does not contribute to a budget surplus and use that period as an 
cmpteanay to reduce its debt, I do not know when in the world it 
will. 


I do not think money and credit policy can do much except to put 
its little finger in the dike against that. I think it is important to do 
that; I am not saying it is helpless; I say it is important to stick your 
finger in the dike. But, if you have a flood of spending that threatens 
to overwhelm the bounds of available income, I would not want to 
depend too much on money and credit policy to stop the leaks. 

enator Cartson. Well, ever since these hearings started with Sec- 
retary Humphrey and Secretary Burgess, and, I noticed, in your 
own statement, there has been some discussion about the accord, as 
of March 1951. If I understand the Federal Reserve policy correctly, 
after the accord of March 1951 you abandoned that policy of con- 
tinuous market support in order to assure artificially low levels of 
interest rates, but you did from time to time aid the Treasury in re- 
funding by buying substantial amounts of maturing Treasury issues. 
In other words, while you ended that in 1951, as 1 understand it, it 
was not completely ended; is that correct ? 

Mr. Martin. It was a gradual process, Senator, starting in April 
of 1951—March, actually—with the unpegging of the Government 
market. We had to recognize that you do not stop something that has 
gone on for 10 years with just 1 jolt. You have got to recognize 
that we have a responsibility for a market. Free markets are not 
markets that participate in the law of the jungle. 

We recognized our responsibility to make the transition. During 
the period of 1951 and early 1952, we intervened in the Treasury 
market. We always wanted to help the Treasury finance, but to try 
to help them gradually move toward the time when we would not be 
monetizing a large portion of their new issues by direct purchases. 
We finally sana Ahaik direct intervention in November of 1952, and 
there was a Treasury issue floated in the latter part of 1952 without 
any Federal Reserve intervention whatever. 

In 1953, we went through the entire year without intervening in 
the Treasury market, and the Treasury financing was conducted not 
perfectly but quite successfully. 
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We did the same in 1954, and in 1955 we had one difficult period. 
The demand for credit was growing constantly, and in late 1955, 
November of 1955, we raised the discount rate. That was pretty close 
to the Christmas season, which is one of the difficult periods in the 
money market. The transfer of funds at the Christmas period is a 
colossal undertaking at that time of year, and the increase in the dis- 
count rate and the general situation in the Treasury at the time led to 
considerable apprehension about an issue that they were putting out. 
And after a long debate, all of which you have the record of in our 
annual report, we decided to buy up to $400 million of Treasury se- 
curities. We only had to buy $167 million of them. But that is the 
only instance of intervention in the period since the accord up to the 
present time. 

The Cuarman. When were you made Chairman ? 

Mr. Martin. April 2, 1951. 

The CuHatrMan. During practically all of your tenure there has been 
no real support of the bond market by the Federal Reserve? 

Mr. Martin. That is correct, sir. 

Senator Cartson. Then, as I understand—and the chairman has 
brought in a question there that I think is very appropriate at this 
time, because there is some criticism of the Federal Reserve because 
of the inflexibility of it—in other words, you have a very rigid pro- 
gram and you stay with it, but you did follow that program in 1951, 
1952, and in 1953 you began to change it, and in 1954 you continued, 
and in 1955 you again eased up and purchased some of these securi- 
ties. Is that not right? 

Mr. Martin. We did; and under unusual circumstances we would 
be prepared to do it again. 

We do not intend to be inflexible. But we do think that as a general 
principle, both the Treasury and the Federal Reserve should work 
to see that Treasury financing is achieved with a minimum moneti- 
zation of the debt. And while we want to help them in every way 
we can, we want to see that their securities stand on their own feet 
in the market. 

Senator Cartson. Then am I to conclude that it is now your policy 
not to assist the Treasury in any way whatsoever except by refraining 
from demanding cash payment for your maturing securities? 

Mr. Martin. Well, we help them—if you are talking about that 
in a general sense—we work with them just as closely as we can, 
advise them, help them, do everything we can to see that their issues 
are adequately financed, but so far as direct intervention is concerned, 
we do not peg prices. 

Senator Caruson. That was not true back in 1951 and 1952, then, 
when you had an accord? That would be a direct intervention, would 
it not? 

Mr. Martin. I would say that the accord provided for moving as 
rapidly as we could in the direction of halting the monetization of 
the debt, but recognized that we had a very difficult transition period 
ahead. You do not spend 10 years in a pegged market and then come 
out of it the day after tomorrow without confronting some problems 
that require a different attitude. Let me put it this way; you had 
to reeducate the entire business and banking community to what the 
ingredients and requirements of a free market were. 
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Senator Cartson. Well, do you believe that your anti-inflationary 
policy requires such a completely negative and unhelpful attitude 
toward the financing of the obligations of the United States? 

Mr. Martin. Well, I would not want to say that it is completely 
negative, our present policy. I think there is much to be desired in 
improving the Government securities market, and we are working 
constantly in that direction. We have not always agreed on what 
the best way to do that is, but it seems to me that we can work out 
with the Treasury some way in which we can put them in a position 
where they won’t be under the pressure that they have been in the 
last couple of years, and we intend to work with them in that direction 
without pegging the Government securities market. 

Senator Carson. I believe at about the last day that Secretary 
Burgess was at the stand, one of the last, that they increased the 
discount rate in the Federal Reserve Banks in Kansas City, Minne- 
apolis, Chicago, and I believe, Philadelphia. 

Mr. Martin. That is right, sir. 

Senator Cartson. And I, I would not say I complained bitterly, 
but I did ask a question or two as to why they would increase the 
discount rates out in the great agricultural Midwest and I know there 
is some problem with credit. 

Now, since that time I understand that several other banks have 
done the same, but I noticed here in last Friday’s issue of the Wall 
Street Journal the heading says, “New York Federal Reserve Bank 
Again Declines To Hike the Discount Rate,” and I could read some 
other section here but I am sure you are familiar with it. 

What interpretation can you place on that situation? 

Mr. Martin. I think that there has obviously been some difference 
of estimate between the New York bank and some of the others as to 
the desirability or necessity of increasing the discount rate at the 
present time. 

Now, on the economics of the situation, I do not think there is any 
disagreement between the New York bank and the Board or the other 
banks in the System. It may well be that before long the New York 
bank will raise its rate. 

Now, we have the authority in the System to order rates but we have 
not exercised it, because we have tried to make this operate as a System. 

This is a technical problem, in my judgment, and it seems to me that 
the problem is that the banks that are closer to the loan demand than 
we are—we follow it very closely, but after all, banks are the first line 
on the matter of judging loan demand, and they decided to go up in 
their prime rate to 414 percent. 

Now, with a 414-percent prime rate and a discount rate of 3 per- 
cent—and we have had a bill rate in excess of 3 percent for nearly 9 
months—it means that the policing of the discount window by the in- 
dividual Reserve bank has a good bit more strain with a 114-percent 
spread than it had with a quarter of 1-percent spread. 

I believe you can police the window effectively, but our judgment 
in the Board and throughout a good portion of the System was that 
this was a technical situation; we would have just as much difficulty 
explaining not going up in the rate as we would explaining going | in 
the rate; and we recognized it as a technical operation and therefore 
increased the rate. 
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Now, if the expected demand for loans this fall does not materialize, 
then the commercial banks were in error in raising their prime rate. 
If there should be a decline in loans of a substantial amount this fall, 
and business should taper off, we might want to consider reducing the 
discount rate. 

I am not saying we are doing so; I am just saying that is one of the 
problems we have to deal with continuously at all times, and I am 
delighted that the boards of these individual Reserve banks give as 
much time and attention as they do to these problems, and we have 
never tried to insist that they do our bidding unless we should reach a 
point where we felt that national policy required that a decision had 
to be made. 

Senator Cartson. Well, the Reserve bank, a regular National Re- 
serve bank then has an economy in its own right, they determine their 
own operations and action without pressure, so to speak, from Wash- 
ington ? 

Mr. Martin. We want them to, and I believe that is in the legis- 
lative record of the Federal Reserve Act: That the hazards of a man- 
aged currency are such that you should have, as far as you can, a 
decentralized central bank and not have just a little group of men in 
Washington to decide, at the drop of a hat to do something, and then 
move, 

Senator Caruson. Well, of course, we folks out in the Middle West 
will be very happy when we are able to reduce the discount rate out 
there and certainly not have it go up any higher than it is. 

Mr. Martin. Well, I would say the soundest and the surest way to 
get lower interest rates, to get a reduction in the cost of money today, 
is—to use this phrase that I am getting tired of saying—to reduce 
spending and increase savings. I believe that doing so will bring 
about that effect much faster than people realize; and I think the 
capacity to increase saving in this country is very, very strong. I 
think it does not take as long as some people thing for savings to pile 
up. I think in the last year we have had overspending and under- 
saving. 

Senator Cartson. Well, that is the question I was going to get into 
now, and I think maybe you have answered this. 

Have you caused interest rates to rise ? 

Mr. Martin. We have not. The “demand for credit,” to use the 
phrase I have used several times now, is, I think, tantamount to a 
California Gold Rush: it has been persistent, at times overwhelming. 
[ put some figures on corporate and State and local securities into the 
record a few days ago. There never has been a time in the history of 
the country when there have been as many capital flotations as have 
been occurring, or a time, in my judgment, when money in the overall 
sense has been as loose as It is. 

We have a misnomer: tight money. The reason interest rates have 
been rising is because unless there were some governor in the credit 
mechanism, you would have just been creating money and pushing 
prices up, and there ought to be some incentive to save and some dis- 
Incentive to spend. The only thing we have is interest rates. 

Senator Cartson. I think you have made the record clear, at least 
for me, that we do have sufficient money in this country. There has 
been some criticism over the fact that we did not have sufficient quan- 
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tity of actual money in this Nation for the growth and expansion of 
our economy in peaceful employment. 

As I understand, there is sufficient money, and the velocity of this 
money has been higher than it ever has been—or for some years at 
least. 

Mr. Martin. Higher than it ever has been at any time in my experi- 
ence in the System. I think that we have an overriding responsi- 
bility to see that the legitimate credit needs of the community are met. 
I do not think we ought ever to lose sight of that. We do not want 
to starve this stream, this money stream; but although we ought to 
allow for some additions to the money supply, we have got to recog- 
nize, I think, that all inflations are in large measure connected with 
the money supply, define them any way you want. 

Senator Cartson. These hearings, of course, have been built around 
and much of the testimony has been around, first, tight money, and, 
second, high interest rates, so that we are going to discuss interest 
rates now for just a little bit. 

Thinking of interest rates now, do you consider your attitude has 
been passive, and that you merely have freed interest rates, with the 
result they have fluctuated with market influences ? 

Mr. Martin. I don’t think, with varying degrees of emphasis, our 
attitude has been passive. We do have an influence on the money 
market; there would not be any reason for our existence if we did 
not. But we do not control the money market. And I am fond of 
saying that whenever we think we can control the market, the money 
market, whenever we think we can make the trend, I think we are 
attributing to ourselves more power than we have. 

Now, I think that the influence that we have been exerting clear] 

in the last few years has been directed toward not interfering wit 
the forces of supply and demand in the money market, and not fore- 
ing interest rates up, because—I want to keep testifying to this be- 
cause I happen to baliows this—I think that for the growth of the 
country and the development of the country we ought to have as low 
interest rates as we possibly can have without producing inflationary 
pressures, because I think that will make the major contribution to 
the formation of capital. But we cannot just make interest rates low 
against the forces of supply and demand when we are not only not 
adding to capital formation, but we are adding to a spending stream, 
particularly in the form of borrowed money that is just pushing prices 
up. 
Bebaher Cartson. You just stated that you did not think your atti- 
tude in regard to interest rates had been passive. Do you consider 
that you have affirmatively acted in such a way as to cause an upward 
movement in interest rates ? 

Mr. Martin. No, I do not think we have acted affirmatively to cause 
an upward movement in interest rates. 

I think we have permitted the forces of the market to operate; 
and insofar as we can influence them at particular times, we have 
not discouraged the movements that were in the economy. 

Senator Carson. Has this upward movement been the incidental 
result of your action in limiting the availability of credit ? 

Mr. Martin. Yes. 

Senator Carison. Have you intentionally caused interest rates to 
rise for the purpose of discouraging borrowing ¢ 
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Mr. Martin. We have not been disappointed that interest rates 
have moved up to discourage borrowing, bases it seems to me that 
discouraging borrowing is one of the policy objectives that we have 
hoped would come about, but we have tried to keep the money stream 
fluid and adequate. In fact, I am inclined to think, as I said here 
the first day, that we have probably contributed a little bit too much 
money to the stream, in terms of availability. 

If we had been a little bit less free in supplying money to the 
stream we might not have had the inflation get ahead of us to the 
extent that it has. But still I would rather err on the side of seeing 
that there is no starvation in the money stream than be dogmatic or 
rigid in contracting the money supply. 

Senator Cartson. Well, is that not your hope: That as the interest 
rates have risen—and I think we are all agreed to that—it will dis- 
courage some borrowing, at least temporarily ? 

Mr. Martin. That is correct. 

Senator Cartson. Do you consider higher interest rates are an 
effective deterrent to borrowing? 

Mr. Martin. I think they work in that direction. I do think that 
if people are convinced that they can make money, interest rates are 
a small charge and they are not the compelling cost; and one of the 
things about inflation is that when people are convinced that inflation 
is taking place or that they can make a speculative profit out of in- 
flation, then interest gets smaller and smaller as a factor. 

I remember being on the floor of the stock exchange just at the 
time of the collapse and interest rates had gone up and up, because in 
terms of stock prices, people thought they might make 5 points in a 
day, so they did not mind paying any interest rate. But that is a 
situation that comes at the end of a move, and it is not a controlling 
factor. 

I think interest rates have much more effect than people recognize. 
They do not have it immediately, but I refuse to believe that they have 
no effect, a thought prevalent in some quarters. 

Senator Cartson. Now, do interest rates at 4, 5, or even 6 percent 
discourage industrial borrowing in a time of substantial profits and 
a ag! rising prices? 

Mr. Martin. Well, they make the borrower, as they go up, stop, 
look, and listen. I know you have corporation executives and others 
who say they do not pay any attention to it if the outlook is good. 
I do not believe that. I think that is one of the factors that they 
consider, and I think that its consideration means that they have to 
make a business judgment that they would not make if rates were not 
moving up. 

Senator Cartson. Now, under our present tax structure is it not 
true that an interest rate of 4 percent today, which the Government 
is willing to pay those who buy its notes, does not really yield a cor- 
poration investor anything like that amount, actually, because of the 
52 percent corporation tax rate? The Government takes back 2.8 per- 
cent of it from the lender and the lender retains only 1.92 percent 
of the so-called 4 percent interest rate. Is that actually a practical 
statement ? 

Mr. Martin. That is correct. 

Senator Cartson. Does that not have some effect in the financing of 
some of these large expenditures for production ? 
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Mr. Martrn. It does. 

Senator Cartson. Is it not true that the individual never pays 5 
percent on mortgage money he borrows? For if he is in the initial 
income-tax bracket, his interest rate automatically becomes 4 percent? 

Mr. Martin. That is right. 

Senator Carson. Let us go back a few years when 6 percent was the 
usual rate for mortgages. There was little income-tax deduction 
for the borrower, while for the lender 6 percent meant 6 percent 
income and the Government had no take. Therefore, is it not true 
that interest rates based on actual cost to the borrower were much 
higher at that time? 

Mr. Martrn. I think that is right. 

Senator Cartson. Let us take during the 1920’s when corporate 
tax rates were around 11 percent, so that there was no such deduction 
as there is today to benefit the borrower as a business expense. It 
seems to me that with the Government taking 52 percent of all income 
from corporations and businesses we are virtually on a 50-50 partner- 
ship basis with the Government on these loans. 

Then would it not be true that the actual interest rate for corpora- 
tions and businesses is about 50 percent of the actual rate paid? 

Mr. Martin. I think that is about right. 

Senator Cartson. Would it not be true that if we had an interest 
rate of 6 percent for Government bonds—and I hope we never get to 
that place, Mr. Chairman—— 

Mr. Martin. So do I. 

Senator Cartson (continuing). Which would be regarded by most 
people as alarming—yet in reality because of the tax deductions, such 
rate for corporate investors would give them only 2.88 percent income 
in the way of interest. Is that about right? 

Mr. Martin. I think that is about right. 

Senator Cartson. It is an interesting study when you get into it 
and begin to realize the importance of taxes on the present economy 
and the income of individuals. 

Do you think excessive rates of income tax are inherently inflation- 
ary, first because they prevent accumulation of new capital in the 
hands of individuals and businesses, and, second, thus force excessive 
reliance on bank credit as a means for business expansion, which—I 
think all are agreed, a corporation that wants to expand does not nec- 
essarily go out and sell stock because they can borrow money if the 
can borrow it at only 50 percent of the regular interest rate—is what it 
actually costs them % 

Mr. Martin. Yes; I am inclined to think that is correct. 

Senator Cartson. Would you agree that the neutral income-tax 
system would be one which first provided a minimum interference 
with economic decisions of individuals and businesses, and second, 
did not penalize hard work, success, and business expansion, which 
is about what I believe we are doing at the present time? 

Mr. Martin. Well, I think I would agree in general with that, 
Senator. I am not a tax expert, and I have not been devoting much 
attention to taxes. But it seems to me that along the lines of what I 
have been testifying to here, that our tax policy should be directed 
toward reducing spending and increasing saving also; and whatever 
can be done in that field, to produce what I believe to be the desirable 
goal, should be done. 
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Senator Carison. Well, now, we discussed borrowing of corpora- 
tions and businesses. 

Do you consider that higher interest rates would deter large expend- 
itures by the Government, whose outlays now equal 10 percent of the 
gross national product, as long as the budget is balanced ? 

Mr. Martin. Yes. I think it discourages outlays by the Govern- 
ment. I think that if we could provide 2 percent interest for the Gov- 
ernment in new issues that there would be considerably more infla- 
tionary pressures than there are. There are plenty of pressures now, 
but I think that is one of the things that we have to deal with, and 
the Government has to compete in this money market, also. 

Take the early part of this year. One of the things that was easing 
the money market was the return from F and G bonds and savings 
bonds which was going into the money market and financing private 
expansion. 

Senator Carison. Well, now, we discussed borrowings by corpora- 
tions and businesses and by Government. 

Do you consider that consumers will borrow less at the current rates 
as long as the repayment can be spread over long periods with no great 
increase in the amount of the monthly installment ? 

Mr. Martin. Well, I wish the consumer understood better what he 
was paying than he does. I am not against consumer installment 
credit, mut we have gotten in the habit of quoting prices on things 
in terms of how much down and how much per month instead of 
what the actual price and cost is. 

We have had record levels of consumer installment credit and mort- 
gage credit for a long time, and a great many people have not ade- 
quately figured what their cost is. 

I am confident, however, that availability of money, as well as in- 
terest costs, does hav e some impact on consumer spending. 

Senator Cartson. Well, do you consider that home construction 
is reduced by reason of higher interest rates despite reduced down- 
payments and extended terms ? 

Mr. Martin. Well, I think that higher interest rates on mortgages 
make it possible for money to be attracted to the mortgage field. 
They have a better chance of competing as a result of it, but I do 
think that the cost of housing has gone up substantially, and the vol- 
ume of housing in relation to the cost, I think, is extremely high. 
I think the problem is to get housing on a cost basis that the con- 
sumers can pay, and after they have paid it, keep the house and 
not just have something that may be foreclosed the first time they 
have the slightest bit of adversity, because we are going to have some 
adversity sometime; we are not going to have perpetual prosperity. 

Senator Cartson. Do you consider that higher interest rates have 
a psychological deterrent ? 

Mr. Martin. I do. 

Senator Cartson. Really out of proportion to the additional money 
costs # 

Mr. Martin. That is very difficult to measure. I think at differ- 
ent times they do. I think there is a psychological effect. 

Senator Cartson. Well now, if you have considered higher inter- 
est rates a desirable deterrent to overexpansion in the past, do you 
consider that interest rates even higher than at present may be nec- 
essary in the immediate future? 
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Mr. Martin. I do not know, Senator. I hope that we are reach- 
ing a leveling out place. I do not want to forecast the economy at 
all, but there are certainly soft spots in the economy as well as strong 
spots in the economy at the present time, and I think that savings 
are increasing, and I am inclined to think that we may have a leveling 
out process here and we may find that interest rates will stabilize 
and may even decline. But if that is a forecast—I do not want to 
make a forecast. 

Senator Cartson. Well now, does the history of interest rates in- 
dicate any long-term trend ? 

Mr. Martrn. It is pretty difficult to make a history of interest 
rates but here is a chart we can put in the record. It is pretty hard 
for me to see any specific trends. 

(The chart referred to is as follows:) 
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Mr. Martin. If you look over the discount rate, for example, apart 
from any general interest rates, you can see the highest discount rate 
we have had was 7 percent in 1920. We got down to 1 percent in 
August of 1937—I remember it very well: I was active in the stock 
exchange at the time—and we went then for nearly 11 years at 1 per- 
cent or less until an increase in 1948—that is an 11-year period of very 
low rate. And over that period there was very little pk ay in interest 

rates. Money became so available that there was no particular interest 

in it. It did not cure unemployment. You had during that period a 
contraction of credit going on pretty consistently. There was a tend- 
ency here and there for prices to decline, and there was widespread 
unemployment. And I think that the history of interest rates does 
not really demonstrate much more than that they fluctuate. 

Senator Carson. Does this chart or the periods reflected by this 
chart show the effect on wages and prices during those periods of vary- 
ing interest rates? Do you have any study on that ? 

Mr. Martin. Yes; we have some studies on that, or we can make 
up a memorandum on it. I will have this chart analyzed for you. 

Senator Cartson. I would like, Mr. Chairman, if the Federal 
Reserve would, if they can—and I am sure they can—prepare a state- 
ment which shows, following the trend of interest rates back to 1920 
or 1930 some place, and show at the same time the effect, if there is an 
effect, show the condition of wages, prices, and the reduction of the 
interest rates, if you can. I would like to have that. 

Mr. Martin. We will do the best we can. 

Senator Cartson. Would you have objection to that, Mr. Chair- 
man ? 

The CuarrMan. Without objection, it will be inserted in the record, 

(The statement referred to is as follows:) 

The accompanying table shows indexes of average wholesale prices (for com- 
modities other than farm products and foods), indexes of average hourly earn- 
ings in manufacturing industries, and interest rates on corporate bonds and 
prime commercial paper for selected years from 1929 to 1956. Each of these 
series is, of course, only broadly representative of developments within its specific 
area and in any particular period there are always significant variations in 
prices, wages, and interest rates that are not indicated by these figures. 

Changes in prices, wages, and interest rates are closely interrelated in our 
economy and reflect a wide variety of influences. It would certainly be unwise 
to attempt to explain changes or trends in any one of these solely in terms of the 
others. In general, however, broad movements in demands for commodities, for 
labor, and for funds are correlated; hence it is not unusual for prices, wages, 
and interest rates to change in the same direction for prolonged periods. 
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TABLE 3.—Prices, hourly earnings, and interest rates, selected periods, 1929-56 


Wholesale price 
index for all Consumer Average hourly Corporate Rates on prime 
commodities Price earnings of pro- bond yields, commercial 
other than farm Index duction workers | Moody’s Aaa paper, 4-6 
products and in manufactur- (percent per months 
food ing annum (percent 
annum 





1947-49= 100 








wnanaa 
G2 9 OE RD GO PS BO 
SSSsBVRau 


| 
Source: Prices and hourly earnings from Bureau of Labor Statistics; bond yields from Moody’s 
Investors Service; rates on prime commercial paper from Federal Reserve. 


Senator Cartson. Mr. Martin, you have been very careful about 
making predictions, but I noticed just a few months ago you stated 
you did not want to look very far ahead. You are very cautious about 
forecasting the economy, I know. But I have here an article written 
by J. A. Livingston, and he has been quoted several times around here 
since this hearing started, so I am not starting something new. It 
is a recent article entitled, “Prosperity Gets Set for Another Year.” 
It is a very interesting article. 

I am not going to read it, Mr. Chairman, but I do want to read a few 
extracts from it: 


After 12 years, I am about to take a “sabbatical” from the Business Outlook 
to finish a book on the American stockholder. Fortunately, I can do so in good 
conscience. Nine out of 10 economists assure me that when I return to my 
column in the fall, Wall Streeters will not be seeking crash shelters, help-wanted 
ads will still bring in good revenue to newspapers, consumers will have spending 
money, and prosperity will be America’s lot. 

Fifty-two out of the fifty-seven economists who replied to my semiannual ques- 
tionnaire on the business outlook confirm my feelings. My hunch has been that 
business would slip in the first half of 1957 and that recovery would be under- 
way in the second half. The economists go further. They’re optimistic for 1958 
as well. They do not anticipate a sharp slump in capital spending—construc- 
tion of new factories, installation of new equipment, and erection of new office 
and commercial buildings. 


I wanted to read that, and I am asking, Mr. Chairman, that we 
have it placed in the record, because there are some folks who seem 
to be contending we must be approaching a very serious recession and 
probably look forward to a depression. 

While you have been cautious, 52 out of 57 of our economists—I 
do not know who they are, but I assume they are substantial—seem 
to think there are going to be good times through 1958. 

The CuatrrmMan. Without objection, the insertion will be made. 
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(The article is as follows :) 
{From Washington Post and Times Herald, June 30, 1957] 


BusINnEss OvuTLOOK—PROSPERITY GETS SET FOR ANOTHER YEAR 
(By J. A. Livingston) 


After 12 years, I am about to take a “sabbatical” from the Business Outlook 
to finish a book on the American stockholder. Fortunately, I can do so in good 
conscience. Nine out of ten economists assure me that when I return to my 
column in the fall, Wall Streeters will not be seeking crash shelters, help-wanted 
ads will still bring in good revenue to newspapers, consumers will have spending 
money, and prosperity will be America’s lot. 

Fifty-two out of the fifty-seven economists who replied to my semiannual 
questionnaire on the business outlook confirm my feelings. My hunch has been 
that business would slip in the first half of 1957 and that recovery would be 
underway in the second half. The economists go further. They’re optimistic 
for 1958 as well. They do not anticipate a sharp slump in capital spending— 
construction of new factories, installation of new equipment, and erection of 
new office and commercial buildings. 


THOSE ECONOMIC BUBBLE BATHS 


And these are men strategically posted for business analysis. They’re asso- 
ciated with banks, industrial corporations, investment firms, Government agen- 
cies, labor unions, research organizations, and universities. They not only are 
influenced by business decisions, they also influence such decisions. 

And yet there is a remarkable, perhaps alarming, conformity in the forecasts, 
A popular delusion has been creeping up on us—the delusion of ‘2 percent a year 
inflation”—the feeling that bit-by-bit inflation can occur without culminating in 
a speculative bust. 

Although the economists expect industrial production to rise 2 percent from 
current levels to the end of 1958, they expect the dollar value of all goods and 
services to rise by more than 4 percent. In short, a little more little-by-little in- 
flation. Such thinking leads to popular delusions and economic bubble baths, 
such as Holland’s tulipomania in 1634; John Law’s Mississippi failure in 1720; 
Wall Street’s new era crash in 1929. When human minds converge onto a 
single track, beware. 

This 2-percent inflation theory is often said to have a “laboristic base.” Labor 
unions are powerful. They can wrench annual wage increases from employers 
above increases in productivity. Yet, it has an “industrialistic base,” too. If 
it weren’t profitable for businessmen to avoid strikes, they wouldn’t raise wages, 
They’d take strikes. But the market—the consumer—has paid the tab. 

Thus, the economists predict that wages in manufacturing, which were $81.78 
in May, will climb to $83.30 by the end of this year and $85.71 by the end of 
1958. That, in spite of an expected increase in unemployment from 2,715,000 to 
3,032,000 workers. 

And wholesale prices will advance from the current level of 117.3 to 119.5 by 
the end of 1958. The cost of living will push up further from 119.6 to 122.1. But 
farm prices will go up hardly at all—from 243 to only 244. Industrial, not farm, 
prices tilt the index. 

In summary, the economists expect that: 

Expenditures on new plant and equipment—business investment—will hold 
steady throughout the next 18 months, at just under $38 billion a year. 

Housing starts, now running at a 990,000 annual rate, will climb to nearly 
1,100,000 by the end of 1958. 


CONSUMERS WILL CONSUME 


Defense spending will increase slightly. It’s now running at an annual rate 
of $45 billion; it will hit $47 billion by mid-1958; then slough off to $46 billion, 
reflecting recent budget-cutting efforts of Congress. 

Consumers will do what consumers are expected to do: Spend. They won’t be 
bothered too much by tight money or low bond prices. Result: Department 
store sales will increase 5 percent—from 124 to 130 in the Federal Reserve Board 
index. 
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AN OPTIMISTIC 1958 CONSENSUS 
Top economists expect production and stock prices 


to move up from present leyels. _ 
a 160° 


Ss 
° 


STOCK PRICE INDEX: 194( 43 = 109 
PRODUCTION INDEX, 194142 = 108 


INDUSTRIAL STOCKS 
— 
10 | ' { 1. . I 


-Ligs2— i953 L-igs4igss— 1986-1957 1958 


Source: Standard & Poor's, Federal Reserve Board && Livingston 


And so, industrial production, as measured by the Federal Reserve Board 
index, will climb from current levels of 143 to 146, not quite up to the high 
recorded in December last year—147. And total output of goods and services, 
measured in dollars, will rise from $427 billion to $434 billion by the end of 1957, 
and to $446 billion by the end of 1958—successive new highs. 

What makes me hopeful, what makes me “absorb strength” from the con- : 
sensus, is that slack is now appearing in the economy. Since December, hours 
of work are down from 41 to 39.7 per week. Steel, aluminum, copper, newsprint, 
and other commodities, long in short supply, are readily available. And the drop 
in the bond market has served notice that new financing is going to be costly and 
more difficult. There’s less talk of inflation and some talk of deflation. The 2 
percent inflation theory has had a setback. 


300D TIMES THROUGH 1958 


That’s the consensus of 1957 of the Nation’s top-ranking economists. They're 
not alarmed by tight money. Here’s the way they see things: 


Consensus 


Indicator ‘2 
Latest December June 1958 December 
1957 1958 


— 


Production: 
Gross national product (bill. 1, A) (a) $427 : $446 
Industrial production (2, B)___- 3 (b) 143 aicieiatll 146 
Business investment (bill. 1, 3, A) (c) $37. 89 $37. 37. ; $37. 60 
Housing starts (000, 4, A).....-...--..----- (b) 990 1, 086 
Defense spending (bill. 1, A)....-.--------- (a) $45.0 $45. ; $46. 2 

Prices: 
Wholesale prices (4, B)............-.---.--- (d) 117.3 . . 119.5 
Farm prices (5, C) (6) 243 3 | ‘ 244 
Cost of living (4, B) (b) 119.6 20. 5 | 7 122.1 
SE: I OID. cig rence atin oowsin casein (e) 50.5 51.0 | .é 52.8 

Unemployment, wages, retail sales: 
Unemployment (000, 7) | (b) 2,715 3, 032 
Weekly wages in manufacturing (4) (b) $81. 78 $83. 2 : $85. 71 
Department store sales (2, B)---.---------- (b) 124 130 











1. Department of Commerce; 2. Federal Reserve Board; 3. SEC; 4. Department of Labor; 5. Depart- 
ment of Agriculture; 6. Standard & Poor’s; 7. Bureau of the Census. 

(a) 1st quarter; (6) May; (c) 3d quarter 1957; (d) week ended June 18; (e) June 24, 

A. Annual rate; B. 1947-49=100; C. 1910-14=100; D. 1941-43= 10. 
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Senator Cartson. They have here a table showing the anticipated 
gross national production for December of 1957. They have it 
$427 billion in July, $434 billion in September, $439 billion in June 
of 1958, and $446 billion in December 1958. And they go through 
here with industrial production, prices, and unemployment. And 
frankly, I think it is an article that ought to be encouraging to those 
who might feel we have some troubles in the immediate future. 
Then I would like to ask, Mr. Chairman, that an editorial that 
appeared in the Washington Post on August 15, Good News—and 
Bad, be placed in the record. 
It reads—I am not going to read the entire thing: 


















The recent further increase in bank interest rates, quickly followed by a 
rise in the rediscount rate of several Federal Reserve banks, is “good” news 
in at least two respects. It indicates that bankers do not believe that any 
business recession is immediately in sight; rather they seem to expect that 
the demand for credit to expand plant and inventories will take its customary 
autumn upturn. This judgment is not universally held in the financial world, 
but the doubters are a minority. 


I will ask that be made a part of the record. 
The Cuarrman. That will be made a part of the record. 
(The editorial is as follows :) 










{From the Washington Post, August 15, 1957] 
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The recent further increase in bank interest rates, quickly followed by a 
rise in the rediscount rate of several Federal Reserve banks, is “good” news 
in at least two respects. It indicates that bankers do not believe that any 
business recession is immediately in sight; rather they seem to expect that 
the demand for credit to expand plant and inventories will take its customary 
autumn upturn. This judgment is not universally held in the financial world, 
but the doubters are a minority. 

Moreover, the rather courageous action by the “Fed” to close the widened gap 
between the prime bank rate and the rediscount rate seems to show that there 
is no disposition in the administration to be intimidated by the political clamor 
for a return to cheaper money. In fact the steam seems to have gone out of 
this movement in recent weeks, after all the initial fuss attending the launching 
of the Senate Finance Committee’s “grand investigation” of money matters. 

At the same time. it must be recognized that a strong reason for the further 
and unexpectedly large increase in interest rates is the continuing price in- 
flation. The marked rise in money costs of the past year has not been a total 
cure for this alarming ailment, although falling wholesale indexes may fore- 
shadow an improvement. This suggests that, while no weakening of interest 
rates is called for now, further doses of this remedy may not be what is needed. 
A more diligent search for other ‘medicine’ is in order, including, perhaps, a 
more sympathetic and unprejudiced consideration of consumer-credit controls. 


Senator Carison. I thank you for your kindness. 

The Cuarrman. On Senator Carlson’s time, the Chair would like 
to ask one question. 

As I understand your testimony this morning, Mr. Martin, you 
think too much spending and too little savings are among the chief 
factors in the current inflation ? 

Mr. Martin. That is correct, sir. 

The CHarrmMan. Now, the Federal Government owes, as you know, 
approximately $275 billion and it is spending from 98 to 99 percent 
of its current income. Would you agree with me that perhaps the 
Federal Government is perhaps the chief offender? 

Mr. Marrttn. I do agree with that, sir. 
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The Carman. Would you agree that reduction in the public debt 
would be one of the best things to do to avoid any further inflation? 

Mr. Martin. I do, indeed. 

The Cuarrman. Thank you. 

(Discussion off the record.) 

Senator Frear (presiding). All right. 

As you understood the chairman to say, we will recess until 2 p. m. 
this afternoon, at which time Senator Malone will ask questions. We 
stand in recess until 2 p. m. 

(Whereupon, at 12:20 p. m., the hearing was recessed until 2 p. m.) 


AFTERNOON SESSION 


(Also present: Arthur W. Marget, Director, Division of Inter- 
national Finance, Federal Reserve Board; Guy Noyes, adviser, Divi- 
sion of Research and Statistics, Federal Reserve Board.) 

Senator Bennetr (presiding). The meeting will come to order. 

Senator Malone is recognized. 


STATEMENT OF WILLIAM McCHESNEY MARTIN—Resumed 


Senator Martone. Mr. Martin, I am glad to meet you. 

Mr. Martin. Thank you, sir. 

Senator Martone. I think that this hearing now being conducted by 
the Senate Finance Committee, if it is properly pursued until com- 
pleted and hears the witnesses that should appear, could prove to be 
one of the most important hearings ever held by a Senate committee. 

I think the Secretary of the Treasury made a fine witness. He 


knew exactly what his field was, and he was very reluctant to step out 
of it, and I think he had a point there, although I was disappointed, 
because I was always led to believe, of course, that the Secretary of 
the Treasury knew everything everybody was doing under him or with 
him, who had anything to do with the good of the Nation in the way 
of conducting its fiscal policies. 

The Secretary said he was for our managed-currency policy, started 
in 1934. He said that he would not change it now. 

It is difficult for me to understand how this Nation can have a 
“managed currency” and avoid a “managed economy.” 

We criticize foreign nations, including Russia, for their “managed 
economy”’—their socialistic tendency. But Bulganin said, in answer 
to my direct question, that socialism was the first step to communism. 

The Secretary left many of my questions for you to answer. 

He said, and probably ‘properly so, that you knew more about it 
than he did, and I hope that is true. 

Mr. Martrn. I question that, Senator. 

Senator Matone. Well, you are very complimentary, and I like 
that because George Humphrey is one of the best men we have ever 
had in the Cabinet. 

I think a lot of George Humphrey. But, of course, this country is 
bigger than George Humphrey, William McChesney Martin, or Sen- 
ator Malone, or anybody else for that m: itter, and that is the reason for 
my questions to you. 

For those of us who pass in review, like the Secretary and you, as 
Chairman of the Federal Reserve Board, and all the rest of us, it is 
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not so much a question of how long we stay here; it is what we do 
while we are here that counts. 

Do you agree? 

Mr. Martin. We do—I do. 

Senator Martone. We are all replaceable. 

Mr. Martin. That is correct. 

Senator Martone. Some of these questions, Mr. Martin, several based 
on your testimony, I hope you will bear with me if some prove to 
be repetitious, and some questions that may seem simple to you will 
tend to complete the record so that the public and the committee may 
have the complete picture available to them. 

You understand. 

Mr. Martin. Yes. 

Senator Martone. Now, I note from your testimony, or at least it 
was suggested during your appearance here, that some economists 
have said that we should have at least 2 percent inflation a year. 

Now, should we, or should we have any percent of inflation a year 
for the good of the country ? 

Mr. Martin. We should not have any percent, Senator, for the 
good of the country. 

I think I made a computation here that shows at that rate of 2 
percent a year we would have the purchasing power of the dollar 
halved in a generation. 

Senator Matone. We have already done that; have we not? 

Mr. Martin. We have done it once. 

Senator Martone. And deliberately ? 

Mr. Martin. Well, I would not say it was done deliberately. 

Senator Martone. Why wouldn’t you say so? We went off the gold 
standard deliberately ; did we not ? 

Mr. Martin. I do not think that we went off it in order to halve 
the price of the dollar. 

Senator Martone. Halving the price of the dollar is inflationary. 
Why do you think we went off the gold standard ? 

Mr. Martin. Why? 

Senator Matone. Yes. 

Mr. Martin. I think it was partly experimentation, partly a new 
period that we were coming into, and many conflicting views and 
ideas as to what would actually happen, and a certain amount of 
experimentation. 

Sentor Matonr. It is a dangerous thing to experiment with; is it 
not? 

Mr. Martin. I think it is. 

Senator Matonr. What were these different ideas? 

Mr. Martin. Well, there are constantly people who think if you 
adjust the price of gold that you will get monetary relationships that 
will improve the purchasing power of the mass. 

Now, I do not think it works out that way, but the move in 1934 was 
directed to—when we changed the price of gold from $20.67 an ounce 
to $35 an ounce, there were some people who sincerely thought it would 
validate a level of debt that would be beneficial to everyone. 

Senator Matonr. Let me ask you, as long as we quit using it for 
money and forbade anyone to have any gold, what difference would 
it make what the price was? 





Ci 


Pp 


01 


ta 
it 
ra 
$e) 


th 
he 


an 
me 


jus 


nat 
rin 


gS 
PH) tat Fay tad OO FA bel FO. ad 


o 


do 


ed 


rill 
ay 


it 
sts 


ar 
che 


f 2 
lar 


old 


lve 


ew 
ind 
of 


s it 


you 


hat 


was 
nce 


uld 


for 


vuld 


FINANCIAL CONDITION OF THE UNITED STATES 1439 


Mr. Martin. Well, it would have the same value then as any other 
commodity. The fact that it is used for money gives it a different 
perspective than if 

Senator Matone. Where is it used for money? 

Mr. Martin. Where is it used for money ? 

Senator Matone. Yes. 

Mr. Martin. Well, it is used in this country for money. 

Senator Matonre. How? Tell us about it. 

Mr. Martin. Well, we have a modified gold standard today. The 
base of our currency is gold. 

Senator Matone. Tell us about it. 

Mr. Martin. Well, at the present time our money supply 1 is made up 
of, the base of our money is gold. We have roughly $22 billion. 

Senator Martone. We do? 

Mr. Martin. We do. 

Senator Martone. Where? 

Mr. Martin. We have it in Fort Knox and in various Federal Re- 
serve banks around the country. 

Senator Matone. You mean it is nice just to have it stored here; 
the people who really own it are not charging us to keep it in the 
United States storage, so we can say that it is in fact stored in the 
United States, and that makes it all right; is that it? 

Mr. Martin. Well, we own it. 

Senator Marone. Do you! Explain that to me. 

Mr. Martin. We have purchased it at $35 an ounce. 

Senator Matone. We went all through this twice now. The Secre- 
tary of the Treasury said, and the U nder Secret ary not only confirmed 
it and was more positive, that if we followed our well-established long- 
range policy to honor a dollar balance by payment in gold when pre- 
sented by a foreign nation—and foreign private holdings were con- 
verted, then our gold holdings would be less than $6.5 billion. That is 
the policy ? 

Mr. Martin. That is correct. 

Senator Matone. Now, the Secretary of the Treasury testified that 
he could refuse to give them the gold on their legitimate dollar bal- 
ances, but if he did, it would have a tremendous adverse effect on the 
market value of our dollar; is that true? 

Mr. Martin. It would. I would hope he would never refuse. 

Senator Martone. All right. 

Now, if you understand “this, it will take less time if you want to 
just tell me. The table is in the first volume of the printed hearings. 

I would like to say to you that it was established that the foreign 
nations’ dollar balance was somewhere around 91% billion. Does that 
ring a bell? 

Mr. Martin. About $13 billion, I think, Senator. 

Senator Martone. The foreign nations’ balance? 

Mr. Martin. These are foreign dollar balances, sir. 

Senator Martone. I am talking about foreign nations now. Do not 
get it confused. 

Mr. Marcet. Do you mean—lI am just questioning to get the facts. 
Do you want the monetary authorities ? 

Senator Martone. What is your name, sir? 

Mr. Marcer. My name is Marget, sir. 

Senator Martone. Will you identify yourself for the record? 
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Mr. Marcer. Arthur W. Marget, Director of the Division of Inter- 
national Finance. 

Senator Matonr. Then you should know something about this. 

Mr. Marcer. I want to be sure, sir, I have understood your question. 

The figure for dollar balances owned by foreigners—— 

Senator Matone. By foreign nations, now. Let us not get it con- 
fused. 

Mr. Marcer. Do you want to distinguish between the monetary 
authorities and individuals? 

Senator Martone. Yes, because the next question will be about in- 
dividual holdings. 

Mr. Marcer. Yes; the amount held by monetary authorities is $7 
billion, sir. 

Senator Martone. Well, I think you had better take another look. 
It required a full day to get this correct amount from the Secretary 
of the Treasury, and I hope it does not take that long to get it from 
you. 

Mr. Marcer. I hope not, sir. 

Mr. Noyes. Are you referring, sir, to the table on page 482? 

Senator Martone. I think that is true. “Foreign official short-term 
dollar holdings are $9,108 million.” That is the figure [ finally was 
given after considerable correspondence with the Under Secretary of 
the Treasury. He seemed reluctant to give it. If there is any differ- 
ence, I want you to go into some detail. 

Mr. Marcer. If you include among these foreign official holdings 
what we call international institutions, there is about $1.7 billion held 
by foreign institutions such as, for example the 

Senator Matone. What was that 

Mr. Marecer. Such as, for example, the International Monetary 
Fund 

Senator Martone. Wait just a moment. 

What are these international institutions ? 

Mr. Marcer. Such as the International Monetary Fund, chiefly. 

Senator Martone. Is that the World Bank? 

Mr. Marcer. No, sir. The World Bank is a separate institution. 
As for its dollar holdings, I do not happen to have them right here. 
They are relatively small. 

Senator Matonr. The International Monetary Fund? 

Mr. Marcer. It is the main holder. 

Senator Matonr. How much do they hold? 

Mr. Mareer. I do not have the exact figure of that portion of the 
$1.7 billion, but they hold most of the $1.7 billion. 

Senator Matone. That is $1.7 billion ? 

Mr. Marcer. Something over $1 billion of that $1.7 billion is held 
by the International Monetary Fund. 

Senator Matone. All right. 

Now, give us the others. 

Mr. Marcer. The International Bank—the World Bank that you 
referred to—is the other one which would be holding the balance of 
these. 

Senator Matone. What are the other two international organiza- 
tions? 

Mr. Marcer. Those are the two main ones. 
Senator Matone. There is another one recently organized. 
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Mr. Marcer. The International Finance Corporation. 

Senator Matone. Does it hold any of this gold? 

Mr. Marcer. It holds a small amount of these dollar balances. 

Senator Martone. International what ? 

Mr. Marcer. International Finance Corporation, the IFC. 

Senator Martone. Well, let us confine ourselves to the words, be- 
cause I am not going to memorize several hundred initials of foreign 
organizations financed with American taxpayers money. 

Now, there is the International Monetary Fund, the International 
Bank, which corresponds to the World Bank 

Mr. Marcer. That is right. 

Senator Matone. The International Finance Corporation, and the 
Import-Export Bank. 

Mr. Marcet. No, sir. The Export-Import Bank is not an inter- 
national institution. That is an American, United States Govern- 
ment institution. 

Senator Marone. I understand that, but we are speaking of gold, 
it does not hold any gold? 

Mr. Marcer. That is right. 

Senator Matonr. Now, tell us the individual holdings in the $1.7 
billion of each of these organizations. ATI four are organized to pro- 
mote American capital investment abroad. 

Mr. Marcet. I do not have the breakdown of that $1.7 billion. 

Senator Martone. Will you provide it for the record at this point? 

Mr. Marcet. Yes, sir; we will provide it. 

(The information referred to follows:) 

As of May 31, 1957, short-term dollar holdings of international institutions 
were as follows: 


Millions 
of dollars 


mrecrnetional Monetary Punt... s.3c<- eee 
International Bank for Reconstruction and Development 

International Finance Corporation 

Samer iteraational institutions...) ou. seen a oe ee a Se 


Total 


Senator Matone. That is important when we analyze the objectives 
of each one of these institutions. 

Mr. Marcer. All right. We will provide the breakdown of that $1.7. 

Senator Matoner. Now, they have $1.7 billion. 

Mr. Marcer. That is right. 

Senator Martone. That is included in the $9.108 billion ? 

Mr. Marcer. That is right. 

Senator Martone. Already included in it? 

Mr. Marcer. Yes. 

Senator Martone. What does that leave them for the international 
banks, the countries, the nations? 

Mr. Marcer. The official holdings; the latest figure I have in front 
of me, sir, is from the Federal Reserve Bulletin for the end of May 
1957, which gives the holdings of the official institutions as $7.8 billion. 

Senator Martone. The two together, then should equal the $9.108 
billion ; should they not? 

Mr. Marcer. Yes, except for variations in date. Obviously there 
would be some slight difference. 
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Senator Martone. That corresponds to the $9,108 million in the table 
submitted by the Under Secretary, does it not? 

Mr. Marcer. Yes. 

Senator Martone. This corresponds then to table I, page 482, part 1 
of the official hearings we are now conducting, table I, entitled “United 
States gold stock, monetary gold reserve requirements, and foreign 
dollar holdings, 1934-57.” That is on an average, I suppose? 

Mr. Marcer. It could be. I do not have that in front of me. 

Senator Matonr. Right now, in 1957, as of this date, it is $9,500 
million. 

Mr. Marcer. Yes. 

Senator Martone. It continually fluctuates, does it not? 

Mr. Marcer. Yes. 

Senator Matonr. It is confusing to the committee to give partial 
figures which may not be inaccurate, but do not include the whole 
story. 

The second question then: How much is owned by foreign individ- 
uals apart from foreign nations? “Total Foreign Dollar Holdings” 
are listed in the same table as $16,246 million. Does that correspond 
with your information ? 

Mr. Marcerr. Yes, sir; roughly. These are again different dates, 
and it depends whether you include—— 

Senator Martone. As of this date, what is the total ? 

Mr. Marcer. Asof the latest date we have a record of ? 

Senator Maronr. Yes. 

Mr. Marcer. The corresponding figure would be obtained by adding 
$1.7 billion to $15 billion. 

Senator Matone. That does not make very much sense, does it ? 

Mr. Mareer. Why not, sir? 

Senator Martone. Because it was $16,246 million, the best figure the 
Secretary could give us when he was here. 

Mr. Marerr. It must be a discrepancy because of the date, sir, or 
because of a difference with respect to the components. All I can do, 
sir, is this: I can tell you what goes into the figures which we publish 
currently. 

I do not know how these figures were arrived at, these ones here 
in the book, but we shall study them and then, perhaps, we can see 
what discrepancies there are. 

Senator Martone. I will just ask you then if you will do this, and 
do it for this point in the record, take the same kind of a table—this 
comes up to Mareh 1957—— 

Mr. Marcer. Yes. 

Senator Martone. And bring it up to August. 

Mr. Marcer. Yes, sir. We would be glad to do that. It may not 
be up to August because our figures are not necessarily that late, but 
as recently as we can bring it up. 

Senator Martone. How late? 

Mr. Marcrr. The next issue of the bulletin, which would be the next 
published figure, would give the figure for the end of June. 

Senator Martone. When is that published ? 

Mr. Marcer. It should be published very soon. 

Senator Maronr. Those figures are available to you today; are 
they not ? 
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Mr. Marcer. Yes,sir. Wecan provide that. 

Senator Martone. Then you can give them to us for this partic- 
ular day ? 

Mr. Marcer. Yes, sir; for our latest date. 

(The information referred to follows :) 


Foreign dollar holdings, 1934-57 


[In millions of dollars] 











Short-term dollar holdings dy Holdings of U. 8. Govern- 
Pes: ment bonds and notes 
Total | | 
End of period dollar Foreign countries Inter- Inter- 
holdings national For- | national 
otal institu- | Total eign institu- 
Total Offi- Pri- tions tions 
cial vate 
a () 67 670 (‘) 2 See (}) ) Ath 
ib icarusdennekens (1) 1, 301 1, 301 () Oe. Wieekinnoe (1) ca~ Sikcosaebouet 
de kh déanehhicewse (1) 1,623 | 1,623 Q) Path cbbdcened () Ce) Bice cc ee 
datas tambas an sige () 1,893 | 1,893 (1) OF Beasce (4) Cl ee conceal 
Dadra ondived de an'on (1) 2,158 | 2,158 (') oe! 0 nwcasnea (4) O° Beis 
adele hats « a cdecbebe arts () 3,221 | 3, 221 (@) Oe Bitten () GC) > Risse bees 
ae ee ee (?) 3, 938 3, 938 () eR alk pated a (1) GF * Eonkdees 
Re dae tins Seis (1) 3,679 | 3,679 (1) CPO Baan odik (1) i eit 
had adeug anne (1) 4, 205 | 4,205} 2,244] 1,961 |_-- (1) Cy Mcecceicnon 
Aghia dea nin airiotihtis'anih () 5,375 | 5,375 | 3,320] 2.055 |.......--- (1) i Lah. 
ii ahcensmnigiyniy net piapanes (Q) 5,597 | 5,507] 3,335] 2,262 |_....... + (1) Cee he pled 
Dt tanahnatae aomoue Q) 6, 883 6, 883 4,179 2, 704 |_- : (@) De | bbteamdewes 
na. h cde radiant () 6,480 | 6,007 | 3,044] 2,963 474 () (4) () 
ea ici usd denied : () 7, 116 4, 854 1, 832 3, 022 2, 262 (4) (1) (4) 
Mai Rc wcsbedcdes (1) 7,718 | 5,854] 2,836] 3,017 1,864} (1) (!) (1) 
cents oe wid mange 8, 226 7, 618 5, 960 2, 908 3, 052 1, 658 608 449 159 
le iad ca since eo iecerctrs 10, 197 8, 645 7,117 3, 620 3, 497 1, 528 1, 552 1, 276 276 
a al aren 10, 173 9, 302 7, 661 3, 548 4,113 1, 641 re 610 261 
cicada ain 2 ae 11,719 | 10, 546 8, 961 4, 654 4, 307 1, 585 1, 173 903 270 
a cE a eeaie 12, 739 | 11,648 | 10,019 5, 667 4, 352 1, 629 1, 091 806 285 
TT a cle Bede acre alan 14,019 | 12,919 | 11,149 6, 770 4, 379 1, 770 1, 100 746 354 
iuadeddesscawamce 15, 230 | 13,601 | 11, 720 6, 953 4, 767 1, 881 1, 629 1, 308 321 
1956... Seiupacsian 16, 433 | 14,939 | 13, 487 8, 045 5, 442 1, 452 1, 494 1, 103 391 
1957— March... be 16, 201 | 14, 563 | 13,005 7, 550 5, 455 | 1, 558 1, 638 1, 242 396 
ase e 16, 402 | 14,791 | 13,091 7, 803 5, 288 1, 700 1, 611 1, 240 371 
June.._- teieel 16, 486 | 14, 833 | 1 3, 260 7, 929 5, 331 1,573 | 1,653 1, 282 371 











1 Not available. 


Nore.—(1) Details may not add to totals because of rounding. 

(2) A table showing the United States gold stock, monetary reserve requirements, and foreign dollar 
holdings, 1934-57, has been submitted by the Under Secretary of the Treasury and published as table I on 
p. 482, pt. 1, of these hearings. The column “Total foreign dollar holdings’’ of that table I corresponds 
or the years 1934—48 to the column “Short-term dollar holdings, total’’ of this table, and for the years 
1949-57 to the column “‘ Total dollar holdings” of this table; the column “‘ Foreign official short-term dollar 
holdings” cf that table I corresponds to the sum of the columns “Short-term dollar holdings, foreign coun- 
tries, official’ and ‘‘Short-term dollar holdings, international institutions’’ of this table. 

(3) Figures for ‘“‘ Total dollar holdings” for December 1956 and March 1957 have been revised. 


Senator Matonr. I see nothing wrong in this table—it says “United 
States gold stock, monetary gold reserve requirements, and foreign 
dollar holdings, 1934-57,” it begins with 1934 and it ends with that 
part of 1957 ending with M: uch. 

Mr. Marcer. Well, sir, if I may predict, because we will have to 
study this table, I suspect there are various things that you can put 
in or leave out. 

There will be no discrepancy. It will just mean our explaining 
why this table differs from the table that we publish in our bulletin. 

enator Matonr. But you see I do not get to you again. I do not 
want an explanation. I want a table as of the later date, but like 
this one. 

Mr. Marcer. We will provide the explanation for these tables. 

Senator Mavone. I do not want an explanation. I want the facts. 

Mr. Marcet. Yes, sir; you will have them. 
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Senator Martone. I want them cold on each year. 

Mr. Marcer. Yes, sir. 

Senator Maronre. If you say that Mr. Burgess gave me the wrong 
figures, I want you to just tell me that. 

Mr. Marcer. Yes. 

Senator Martone. Because I had to write him twice, and phone the 
Secretary 2 or 3 times, to get this far. 

They seemed very reluctant to just give me the facts. No wonder 
the public is all messed up about it. 

You and the Secretary of the Treasury should get together on the 
information you give out. The public cannot get the explanations. 
They are working fora living. And we do not have time, either. 

Mr. Marcer. Yes, sir. 

Senator Martone. So, I want them cold, just like Burgess gave 
them to me in the second letter. He did not give me anything in the 
first one, I thought, purposely. No one could understand it. 

Mr. Martin. We will give them to you cold. 

Senator Manone. All right. If they do not correspond, we will, 
I hope, call you again. Now, 483; following that was a table show- 
ing exactly where this money is, by nation up to the $1614 billion. 
Do you agree with those figures / 

Mr. Marcer. It means not where the money is, sir, but whom it 
belongs to, whom these dollar deposits belong to, to which countries. 

Senator Martone. Let us not split hairs. If I have $1,000, and 
it is in the bank in Reno, then it is my money; it is not the bank’s 
money. And it would be wrong for the bank to claim it; is that 
right? 

Mr. Marcer. That is right, sir. 

Senator Matonr. Well, then, does this money belong to these for- 
eign nations and to the foreign individuals? 

Mr. Marcer. Yes, sir. 

Senator Martone. The custom is to pay in gold for the dollar bal- 
ances when properly presented to the Treasury of the United States; 
is that true? 

Mr. Marcer. Yes, sir. 

Senator Martone. Up to the $16,246 million, or whatever it is at 
the time they are presented; is that right? 

Mr. Martin. That is right. 

Senator Martone. Now, the Secretary of the Treasury said that there 
is a certain amount of this held by individuals; the difference be- 
tween the $9,108 million and the $16,246 million, whatever that is. 
It is $7,100 million, roughly, which would be held by these indi- 
viduals, who could not demand, as of themselves, this money; is that 
true? 

Mr. Marcer. Yes, sir. 

Senator Martone. And he was to put the details in the record, and 
I suppose he did. I have been in all of these nations examining their 
industrial strength and their manipulations of the price of their money 
in terms of the dollar. They have ways and means of transferring 
individual dollar balances into the Nation’s dollar balances, do they 
not ? 

Mr. Martin. They do, sir. 

Senator Martone. There are no exceptions, are there? 


Mr. Martin. None that I know of. 
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Senator Matone. None that I know of either. The Secretary would 
not say that, because he just said that you would know, and that he 
would try to find out of course. We know that whenever they want 
that gold delivered to their countries the transfers will be made. I 
made a point, the first 10 years I was here, to visit all the foreign 
nations of the world and that was one of the things I was very par- 
ticular to check. 

The other was to examine their industries and determine what 
they were manufacturing, and what they were digging out of the 
ground, and what they were raising, and how the people were dressing 
and eating, and how they liked their work and their government. 

So, if you will take that particular table and you will say in your 
testimony now that it is the custom to honor these dollar balances up 
to the $16,246 million, whatever the foreign balances currently are, 
that is satisfactory when presented in proper form; that will be your 
testimony. 

Mr. Martin. That is right. 

Senator Martone. How much gold is there altogether stored in Fort 
Knox and Colorado and New York and other Government deposi- 
tories? 

Mr. Martin. $22 billion, roughly. 

Senator Matonz. Roughly, $22 billion? 

Mr. Martin. That is correct, sir. 

Senator Martone. I think we had $22.4 billion, but that fluctuates. 

Mr. Martin. Yes. 

Senator Martone. From day to day, I presume, since you honor 
foreign dollar balances in gold? 

Mr. Martin. Yes. 

Senator Martone. Due to whatever dollar balances you have honored 
and gold you have purchased ? 

Mr. Martin. That is right. 

Senator Matonr. That is very reasonable. Now, taking that $16.246 
billion, that leaves $5,754 million of the gold in the United States that 
we would still have in such depositories after honoring all of these 
dollar balances; would that be about right ? 

Mr. Martin. Yes; that would be right, Senator. Of course, you 
have our reserve requirement listed in table II of this table. 

Senator Matonr. Table IL; what page? 

Mr. Martin. 482. I am taking those figures. 

Senator Matonr. Where? 

Mr. Martin. The second column, United States monetary gold re- 
serve requirement, $11,761 million, the last one. 

Senator Manone. Yes. But that is not your requirement; is it? 

Mr. Martin. That is figured on our requirements. 

Senator Matonr. What is your requirement based upon? Twenty- 
five percent gold ? 

Mr. Martin. Well, in the Federal Reserve Act we have to hold re- 
serves against our deposit liabilities, including the reserves of our 
member banks that are deposited with the Reserve banks, and against 
our Federal Reserve notes outstanding; there the liabilities must not 
exceed four times our holdings of gold certificates. 

Senator Martone. In other words, you have to have 25 percent gold 
reserve, 
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Mr. Martin. That is right, and the ratio today is about 47 percent. 

Senator Matonr. Of what you actually have in the United States 
depositories ? 

fr. Martin. That is right. 

Senator Matonr. But what percentage of gold would we actually 
own if the dollar balances as described were demanded and paid ? 

Mr. Martin. Can you figure what that figure would be? 

Senator Maronr. $5,754 million left after we paid off all of the 
foreign dollar balances of today? 

Mr. Mareer. The free gold, if you take this reserve requirement of 
something over $11 billion, and deduet—— 

Senator Matonr. That is not the requirement; is it? 

Mr. Marcer. Yes, sir. 

Senator Matone. How much money is there in circulation ? 

Mr. Marcer. Well, this would be 

Mr. Martin. There is about $30 billion in circulation at the moment. 

Senator Matonr. Is that the amount you have to have, 25 percent 
reserve in gold ? 

Mr. Martin. No; it is not just the currency in circulation. It is the 
currency in circulation plus the deposits that are outstanding. 

Senator Matonr. What would that amout be? 

Mr. Martin. I would say it is about one-hundred-and-sixty-odd 
billion dollars. 

Senator Matonr. What is it, plus the $30 billion now actually in 
circulation? That is paper money; is it? 

Mr. Martin. Yes; that is paper money. 

Senator Martone. How much, then, is to be added to that $30 bil- 
lion? You say the obligations to the banks, the member banks, the 
outstanding deposits, is that it? 

Mr. Martin. Yes; that is right. 

Senator Matonr. What you owe the banks or they owe you? 

Mr. Martrx. What we owe the banks; they have deposited with us 
as reserves. 

Senator Martone. How much is that? 

Mr. Martin. I do not have the figures. 

Senator Martone. As of today? 

Mr. Noyes. Federal Reserve notes are $26.5 billion, sir; deposits 
at Federal Reserve banks are roughly $20 billion in round figures, 
$19.7 billion; so you have $46.5 billion. 

Mr. Rierter. That was June 26, 1957. 

Mr. Noyes. June 26, 1957. 

Senator Matonr. What is the answer to that question, then ? 

Mr. Martin. $46.5 is the amount. 

Senator Matonr. $46.5 billion, is it not? 

Mr. Martin. That is right. 

Senator Martone. $46.5 billion. 

Mr. Martin. Yes. 

Senator Matonr. Does that include the $30 billion ? 

Mr. Martin. Well, I remembered that to be $26.5 billion as the 
Federal Reserve notes outstanding. 

Senator Martone. Oh, yes. It is not $30 billion. 

Mr. Martin. I was incorrect. 

Senator Martone. The Secretary testified it was approximately $27 
billion, and, I suppose, it fluctuates? 





= Oh 


nt 


1e 


ld 
in 
il- 


he 


us 


its 
es, 


the 


$27 


FINANCIAL CONDITION OF THE UNITED STATES 1447 


Mr. Martin. That is right. 

Senator Martone. So you do have $46.5 billion as of this date, ap- 
proximately, with any fluctuations, minor fluctuations, that may have 
occurred since you added it all up, outstanding against your Federal 
Reserve ¢ 

Mr. Martin. That is right. 

Senator Matone. And you have listed here $11 billion ? 

Mr. Martin. $11,761 million. 

Senator Matone. $11.761 billion of gold reserve you have in the 
bank—have that much gold ? 

Mr. Martin. That is right. That is our requirement. 

Senator Matone. Oh, yes; that is your requirement. 

How much do you figure you have? 

Mr. Martin. We have $22 billion, roughly, all told. 

Senator Martone. Let me ask you a question that bothers me, and I 
know it bothers a good many just ordinary citizens of the United 
States. 

As long as we have possession of $11,761 million, whether or not 
we actually could retain it if it were demanded, you believe that the 
law is being complied with? 

Mr. Martin. Yes; I do. 

Could we retain this amount, do you mean ? 

Senator Mavone. I did not ask you that question. 

Do you believe the law is being complied with as long as you have 
in your possession $11,761 million in gold regardless of whether or not 
it could be demanded on foreign dollar balances. 

Mr. Martin. Well, those are the requirements that we have in the 
Federal Reserve Act, so we are complying with the law. 

Senator Martone. As long as you have in your possession that amount 
of gold? 

Mr. Martin. That is right, sir. 

Senator Martone. Whether or not it is obligated or would have to 
be paid out if demanded by foreign nations or on foreign nations’ 
request that had been honored on a principle for these 180 years, 
whether you own it or not, that is to say, whether you would have to 
pay it out if the custom were followed, you think you are complying 
with the law ? 

Mr. Martin. We could not, Senator, dip into this reserve require- 
ment without coming back to the Congress for a change in the law. 
That is our legal minimum. 

Senator Matone. What would you do if you suddenly, over the 
months ahead, found there were enough requests—you have already 
testified that under the custom you do honor the requests and I sup- 
pose when there is a legitimate dollar balance, foreign-dollar balance 
and—I suppose, you agree with the Secretary, that if you were to re- 
fuse suddenly to honor such requests in gold that it would have a 
severe effect on the price of our money on the exchange market ? 

Mr. Martin. I do, indeed. 

Senator Martone. Then, suppose that this money progressively was 
requested on legitimate dollar balances from foreign nations or in 
such a way that it followed the custom; what would you do when you 


would come to the point where you had only $11,761 million of gold 
left ? 
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Mr. Martin. I think at that point we would have to come back to 
the Congress if the situation 

Senator Martone. Suppose the Congress asks you what you did with 
the gold? Then it would be a demand request from Congress, would 
it not, since the gold would already be in foreign vaults ? 

Mr. Martin. Well, Congress would have every right to think we 
were violating the law if we—— 

Senator Matonr. Maybe we would think you have already violated 
the law since you only heh less than $6 billion that you can rightly 
call the property of the United States. 

There are very few Senators, and I am one of them, who understand 
entirely all the machinations that you go through in international 
exchange. 

I know considerable about it since I have visited all the foreign 
nations and watched their manipulations enough to know that we 
gave them the money to build up a dollar balance. That is the reason 
I was looking forward with much interest to getting these answers 
from you. 

Mr. Martin. Well, this is the law, and we would abide by the law. 
Now, of course, you get into the 

Senator Matong. Go ahead. 

Mr. Martin. I was just going to say that if we conduct our monetary 
affairs properly, I see no likelihood of the situation you are suggesting 
occurring. 

Senator Martone. In other words, these people are most likely to 
think that this gold is safer in U nited States vaults than it would be 
over in their own countries that might be overrun by another country, 
so they just leave their gold here? 

Mr. Martin. I think that is correct. 

Senator Matone. But suppose there happened to be a conflict of 
interests, which happens in dealings between foreign nations—you 
are aware of that, I suppose? 

Mr. Martin. Oh, yes. 

Senator Martone. Every day you pick up a paper and some country 
has changed its mind. It believes that its best interests lie in another 
direction. 

Here is the list of countries: Asia; the China mainland has $38 
million. 

What makes you think they would not demand it if it would em- 
barrass you and the Congress, the Congress of the United States ? 

Mr. Martin. Well, I would think we would be able to pay it out. 
I do not think they are likely to demand it on the scale you suggest. 

Senator Martone. Well, here is Thailand. I was there. They are 
a nation of little people w vith men w eighing about 110 pounds wring- 
ing wet, and the women about 80 pounds, and they do not even know 
Ww ho i is running their country. 

I hear all this talk, these wise, smart remarks that the State De- 
partment makes about these countries—that if we just continue to put 
up the taxpayers’ money everything will come out right. 

I was in Thailand in 1948 for a considerable time; I even went down 
their little canals in their boats or sampans; they are using the 

water for domestic purposes and waste disposal, sewage disposal, and 
bathing in it; and it is all very interesting, but the point is they don’t 
even know who is in charge of them. 
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The Chinese businessmen were running the country, as you prob- 
ably already know. 

So what about Thailand? They would be very likely, if they 
thought it would embarrass us, they would come in; would they not ? 
They have $168 million. 

Mr. Martin. Well, we would be prepared— 

Senator Martone. You would pay it, of course. 

Mr. Martin. We would pay it; yes, sir. 

Senator Martone. What about Germany ? ? We are giving them 
money all the time and they have piled up $1,777 million in credit. 
What would you do if they demanded it? 

Mr. Martrn. I would pay it. 

Senator MaLone. Well, you would pay it all; would you not? 

Mr. Martin. I would, indeed. 

Senator Martone. Until you come down and bounced on the $11,761 
million balance in the depositories—and then would have to rush 
madly up to Congress and just stop payment on the checks until we 
acted ; acted under duress, that is because the money would be gone; 
is that correct ? 

Mr. Martin. That is correct. 

Senator Matone. What got us into this position? How did we lose 
that part of the $99,400,000 in the last 24 years? How did we dis- 
tribute it so well and fast? What did we get for it? 

Mr. Martin. Well, this has been—these have been deposits. We 
had roughly, what is it, Arthur, 60 percent of the gold? 

Mr. Marcer. We have about 60 percent of the w orld’s gold. 

Senator Martone. You mean you had about 60 percent of the world’s 
gold. What is the total amount of the world’s gold? 

Mr. Marcer. We have the figures for you; we will get it in just a 
moment I can give you the precise figure in just a moment. I would 
say that it is 

Senator MaLone. Roughly. 

Mr. Marcer (continuing). Let us say around $40 billion. 

Senator Matonr. Around $40 billion; and we own 60 percent of 
that ? 

Mr. Marcer. That is right. 

Senator Matonr. That was $22 billion when? 

Mr. Marcer. That was as of June 1957. 

Senator Matone. We just got all through with that, so you would 
modify that to the point that the foreign dollar credits against the 
$22 billion—— 

Mr. Mareer. $22.7 billion, actually. I would say that that is 60 per- 
cent, roughly, of the world’s monetary gold; I would have to give you 
a precise figure of the gold holdings of “the other countries. 

Senator Manone. $22.7 billion in gold is what you have in the de- 
positories now / 

Mr. Marcer. As of June. 

Senator Matone. We have gone all through that, and with foreign 
dollar balances against it that leaves us clear and aboveboard, with 
no mortgage on it or with no claim to it, of $5,754 million ; that is just 
roughly it, because as I understand you to say, it varies from day to 
day; is that true? 
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Mr. Marcer. Well, sir, again: Are we making a distinction between 
the governments and the nationals of other countries? Because it 
does make a difference, you see, Senator. 

Senator Matone. We went all through that. You sat right there 
while we went through it with Mr. Martin, and you read the Soarctany 
of the Treasury’s testimony ? 

Mr. Martin. Yes. 

Senator Matone. And then the testimony of the Chairman—you 
are with the Federal Reserve? 

Mr. Martin. That is right. 

Senator Martone. He would honor them and, so far as he knew, 
he thought, as I do, that the nationals could transfer it in a very 
short time to the Nation’s obligations. Why go all through that 
again? Answer my question. 

Mr. Marcer. I may have misunderstood your question. 

Senator Marone. I guess you did. 

I asked you if, then, instead of your having $22 billion today, as 
you said, 60 percent that we owned in 1934, instead of that amount, 
what we actually own and control free of obligations through the 
customary method of honoring dollar credits, is roughly $5,754 mil- 
lion 

Mr. Marcer. Making the assumptions you make; yes, sir. 

Senator Matone. What assumption would you make? 

Mr. Marcer. I do think there is a distinction, an important dis- 
tinction 

Senator Martone. Go ahead and make it. I want you to make it. 

Mr. Marcer (continuing). Between the official, foreign official hold- 
ings and the holdings of private individuals. 

Senator Matone. Is your testimony different from the Chairman’s ? 

Mr. Marcer. No, sir. 

Mr. Martin. No. 

Mr. Marcer. I am trying to clarify it. 

Senator Martone. You are not clarifying anything. You are mess- 
ogee up for me, and I am working against time. 

ay it again and do not tangle it. 

Mr. Marcer. I think, Senator, we are all trying to find out what 
is our position as against calls that might be made against the United 
States’ gold reserves. 

Senator Matone. All right, make it. 

Mr. Marcer. What I am saying is, if we want to get a realistic 
appraisal of our position in terms of demand obligations against us, 
it is important to distinguish between official dollar holdings—— 

Senator Martone. You go ahead and dothat. I gave you an oppor- 
tunity awhile ago, and you did not do it. I am giving you another 
one, and then I want you to keep out of it. 

Mr. Marcer. The reason why I make that distinction, Senator, is 
that the existing practice, which was described by Secretary Hum- 
phrey, and confirmed by Chairman Martin, is to honor requests from 
monetary authorities abroad. 

Senator Matonr. Who are they? 

Mr. Marcer. They are the accredited monetary authorities in all 
these countries, either the central bank, if designated by the Treasury, 
or the treasuries of those countries. 
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Senator Matone. Whatever it may be. 

Mr. Marcer. Therefore, I say, in asking how much we are likely to 
be forced to face—— 

Senator Martone. You go ahead and use your own language, and 
then I will ask you a couple of questions. 

Mr. Mareger. Yes, sir. 

I simply am saying that I think the relevant figure for dollar 
claims is the official holdings, as opposed to the total holdings, which 
include private claims, private dollar deposits here. 

Senator Matong. Are you through? 

Mr. Marcer. Yes, sir. 

Senator Martone. Now let me ask you a question. Do you think 
there is any difficulty in transferring these individual dollar credit 
holdings claims in a foreign country to official government claims? 

Mr. Marcer. I think there might be—it depends on what foreign 
governments choose to do in relation to their nationals. 

If the question is, sir, whether the foreign governments could 
mobilize dollar claims from their nationals, I think that is perfectly 
true. 

The only—well, I would like to add a comment to that. 

Senator Martone. Add it. 

Mr. Marcer. For a foreign government to, in effect, appropriate 
the dollar holdings of its nationals means that that government is in 
a very serious state, and it would not be normally likely to do it. 

What that adds up to is that while it is perfectly true, as you have 
been arguing, Senator 

Senator Martone. I have not been arguing. I am asking the 
questions. 

Mr. Marcer. It has been implied. 

Senator Matone. And you are not asking them. 

Mr. Mareet. It is perfectly true that if all these—— 

Senator Matonr. I just want to stop you at that point. My argu- 
ing will be done in committee after we start writing up the report. 
Do you understand that? 

Mr. Marcer. Yes, sir. 

Senator Matone. All right. 

Mr. Marcer. My point was only that it has been admitted by the 
Chairman that if all these demand claims were suddenly called, we 
do not have enough to meet these claims without violating the existing 
law with respect to the reserve ratio. 

But as I have understood the Chairman, he has said that it is not 
likely to happen in anything but an extraordinary kind of crisis. 

Senator Matone. Mr. Martin said that he agreed with the figure 
balance of gold of $5,752 million less all foreign dollar balances. I 
asked him the question, and he did not make a speech like you are 
making. Go ahead and finish. 

Mr. Marcer. I am finished, sir. 

Senator Martone. Then a question or two now. 

Is there not any way that the Government could get these dollar 
claims without confiscation ? 

Mr. Marcer. Confiscation? It depends what one means by confis- 
cation. These countries may have exchange-control laws which would 
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require their citizens to deliver the money against a payment in their 
own local currency. 

Senator Martone. Most of them do; do they not? 

Mr. Marcer. Yes, sir; they do. 

Senator Matone. Most of them ? 

Mr. Marcer. In recent years, sir, the tendency has been to leave 
more in the hands of their nationals as these countries have relaxed 
their foreign-exchange controls. 

Senator Matone. I think the Secretary of the Treasury was to 
prepare a table. I am not sure that he did. He said he would, if he 
could. He said he would prepare a table that would show what the 
present practice was of each of these nations. Do you know what 
it is? 

Mr. Mareer. It would be a book about this thick. We can deliver 
it; that is, I think we can ask permission of the Monetary Fund to 
give it to you. 

Senator Martone. I do not need a book that thick, and it is not 
necessary to have a book that thick. What you can do, there are only 
about 60 or 70 of these nations, and you can tell me what the practice 
is now. 

Mr. Marcert. As of now. 

Senator Martone. Yes, and it does not need a book. 

Mr. Marear. All right. 

(The information requested is as follows :) 

A list of countries requiring the surrender of dollar receipts to the monetary 
authorities, or to banks subject to control by the monetary authorities, has been 
submitted by the Secretary of the Treasury and published on page 461, part 1, 
of these hearings. The book mentioned by Mr. Marget is the Bighth Annual 
Report on Exchange Restrictions of the International Monetary Fund; the report 
is filed with the committee. 

Senator Martone. That is what is the matter with about 90 percent of 
you people who sit on these soft cushions here and get to liking it. 
You write a book, and no one reads it; so you are in the clear. You 
have not answered my question. Any foreign nation under discussion 
could exchange its own money on the free market for these individual 
dollar credits, or property, or for this money without confiscation ? 

Mr. Marcet. The ordinary practice is for them to give their own 
local currency. 

Senator Martone. That is the practice. I am not so sure it is 
altogether the practice, but, if they wanted to get the dollar balances 
from a national of their own country, it could be done without confisca- 
tion. It might be concessions of various kinds. It is not possible that 
they could be paid off very liberally, and the nation get this dollar 
balance without any confiscation at all. 

Mr. Marcer. Well, sir, my only point is, if the Government has 
the power, and it certainly has the power 





Senator Matonr. We have the power right here to condemn any- 
thing, do we not? 

Mr. Marcer. Yes, sir. 

Senator Martone. Why would they not have it? 
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Mr. Marcer. Yes. But if the Government has the power, I do 
not see why they should give them anything more than the local 
currency. 

Senator Maton. Well, of course, you know they have the power, 
but if the man owning the dollar balance is influential enough, and 
many of them are, many of these governments are run by top people, 
and I am not so sure that we are entirely immune in a monetary 
way—is it not possible, without using their currency, to compensate 
them adequately for the dollar balances? 

Mr. Marcet. I do not know of any case, but I do not know why it 
is not possible. 

Senator Marone. Of course, you do not. It is not something I am 
asking you at random. I have asked it in these nations, and T have 
been in all of them. I suppose you visited some of them, as long as 
you have such an important job, have you not? 

Mr. Marcet. Yes, sir. 

Senator Martone. Well, did you find anything that is contrary to 
what I am developing? 

Mr. Marcer. No. I just do not happen to know of any case in 
which it was done that way. 

Senator Matone. Don’t you know of any case; are you not familiar 
enough with these nations to know the kind of concessions that are 
given top poopy) in the government in mining, in concessions in prop- 
erty, in land? 

Mr. Marcer. Again, I could not write a history of that. I just 
do not know of any such cases. 

Senator Martone. I am not asking you to write a history. In fact, 
I am trying to get you to condense your answers. 

Mr. Marcer. Yes, sir. I know what the official practices are, and, 
I repeat, sir, I know of no case corresponding to the kind of case 
you have adduced. That i is, maybe, because of my ignorance. 

. Henater Martone. You do not see any reason why they could not 

o it? 

Mr. Marcer. No. 

Senator Matong. It is helpful for you to get down to words of one 
syllable. I do not want to shut you off. Any time you want to talk, 
I want to let you talk, because I do not want anybody to say afterward 
they did not have an opportunity to explain. I know, if I can get 
it in language that I understand, that some of my neighbors are going 
to understand. I am asking you in deadly earnest about how we 
dissipated our gold reserve. If it sounds simple to you, it ought 
to be very simple to answer it. You told me that there were about 
$40 billion worth of gold in the world today that you know about. 

Mr. Marcer. I can “probably give you a more accurate figure, sir, 
if you will just let me look for it. 

Mr. Martin. We will get you the figure. 

Mr. Marcer. We will get you the exact figure. 

Senator Matone. Get it for me. 

Mr. Marcer. It will be exclusive of Russia, because the Rus- 
slans never give any official figures. 
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(The information referred to follows :) 


World gold reserves (excluding U. 8S. 8. R.) as of June 30, 1957 


{In millions of dollars] 


a eS pceumeniiien scene diiemartrahetaeate 22, 732 
Wee) Oe rriee i cL Lo el it 15, 111 
Indesenceemel Monewny: Paani ok so eh nb i ds ee 1, 147 

sca Nc a 38, 990 


Senator Matone. I spent 214 months behind the so-called Iron 
Curtain. I traveled 14,000 miles in Russia, and I would not be 
sapere, from my observation, if they have a couple of dollars in 
gold. 


Mr. Martin. I think that is right. 

Mr. Marcer. I have the figure published for March 1957. It was 
something under $40 billion. It was $38,765 million, and that is the 
figure as of March 1957. 

These are the reported gold reserves of central banks and gov- 
ernments. 

Senator Martone. Do you have it by nations? 

Mr. Marcer. Yes. We have the principal nations here, and we 
can give you a table on that. 

Senator Martone. How many nations are there, roughly ? 

Mr. Marcer. I will have to count them up, sir. There are 35. 

Senator Martone. Well, you can add or detract from that table, but 
prepare it for us, if you will, because it will correspond roughly with 
the table on page 483 of foreign dollar holdings. 

Mr. Marcer. No, sir. 

Senator Matonz. I do not mean the amounts will correspond, but 
they will include the same nations. 

ou are giving me then not only how much gold there is known 
to be in the world today, but where it is. 

Mr. Marcer. Yes, sir. 

But may I make one point clear? 

Senator Martone. Yes. 

Mr. Marcer. There is a distinction between the gold holdings of 
these countries and their dollar holdings. The gold holdings—— 

Senator Martone. I understand that. There need be no connec- 
tion. 

Mr. Mareer. All right; that is all. 
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(The information referred to follows:) 


Gold reserves of central banks and governments, by countries (excluding 
U. 8.8. R.) as of Mar. 31, 1957 


{In millions of dollars] 


Latin America—Continued 
Europe: 
El Salvador 


Venezuela 
Other 
France 
Germany, Federal Republic 


Netherlands ~.----..---_ an 


Portugal 
Spain 


Switzerland Philippines 
Turkey Thailand 
United Kingdom 
Yugoslavia 
Bank for International Set- 
tlements (including Euro- 
pean Payments Union) ~~ Other countries: 
Australia 
Belgian Congo 123 
Egypt 188 
233 
104 
Latin America: es 
Argentina 761 


Total foreign countries_._ 14, 921 
International Monetary 


Colombia 

Cuba United States 

Dominican Republic 

Guatemala World total (excluding 

Mexico 166 ile ae 050 ibe Pa acceneoattueencaen 38, 765 


1 As of Feb. 28, 1957, latest date available. 

2Estimated gold holdings of British Exchange equalization account, based on figure for 
total holdings of gold and of United States and Canadian dollars, as reported by British 
Government. 

3 Less than $500,000, 

‘ As of Oct. 31, 1956, latest date available. 

Senator Martone. I might ask a question right there of you, Mr. 
Chairman; is it customary for these other nations to honor their trade 
balances with gold? 

Mr. Martin. It is. 

Senator Martone. All of them? AIl of them that have this gold? 

Mr. Martin. Most of them. There have been some that have not. 

Senator Matone. Will you also give me a list of the nations that 
are honoring their foreign-money balances in gold when presented ? 

Mr. Martin. Right. 

Senator Matonr. Give me a list. 

Mr. Martin. We will give you the list. 

Senator Mavone. I think that is very important. 
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(The information referred to follows :) 


CONVERTIBILITY OF FOREIGN-HELD CURRENCIES 


The following tabulation shows primarily the absence or presence of restric- 
tions on the conversion of currencies into dollars. Dollar holdings in turn can 
be converted into gold, not only through transactions between foreign govern- 
ments or central banks and the United States Treasury, but more generally in the 
world gold markets, primarily the London gold market (see below, under “United 
Kingdom”). 


I. COUNTRIES PERMITTING CONVERSION OF FOREIGN-HELD CURRENCIES 


(a) All accounts converted at uniform rates: 
Canada 
Bolivia; Cuba; Dominician Republic; El Salvador; Guatemala; 
Haiti; Honduras; Mexico; Panama; Venezuela 
Switzerland (restricts conversion of accounts held by residents of 
countries that restrict conversion of their Swiss-held accounts) 
Lebanon; Liberia 
(b) Some accounts (mainly those derived from capital transactions) con- 
verted at free-market rates which in some cases are at a substantial 
discount : 
Costa Rica; Ecuador; Paraguay; Peru; Uruguay 


Il, COUNTRIES RESTRICTING CONVERSION OF FOREIGN-HELD CURRENCIES 


A. Latin America 


Argentina: Conversion permitted at various exchange rates for holdings de- 
rived from current transactions within limits of import licensing system, from 
profits earned after June 1955, and from investments made after October 1955. 

Brazil: Conversion permitted at varying exchange rates for accounts with 
authorized banks within limits of import licensing system. 

Chile: Conversion permitted at varying exchange rates, except that con- 
version of company accounts requires license. 

Colombia: Conversion permitted at varying exchange rates for accounts aris- 
ing from current transactions. 

Nicaragua:* Conversion also permitted for accounts arising from current 
transactions. 


B. Continental Europe (except Communist countries ) 


Austria*: In practice, conversion of foreign-held accounts generally possible 
at a discount. 

Belgium-Luzembourg: Conversion of virtually all accounts permitted at free- 
market rate, which is practically identical with official rate. 

Denmark. 

Finland: Conversion permitted for holdings arising from sale of convertible 
currencies. 

France’: In practice, conversion of foreign-held accounts generally possible 
at a discount. Affiliated overseas countries: Morocco, Tunisia. 

Germany: Conversion of most foreign-held accounts permitted at free-market 
rate, which is practically identical with official rate. 

Greece. 

Italy. 

Netherlands: Conversion of virtually all accounts permitted at free-market 
rate, which is practically identical with official rate. Affiliated overseas coun- 
tries: Netherlands Antilles ; Surinam. 

Norway.’ 

Portugal. 

Spain.’ 

Sweden. 

Turkey.” 


C. Sterling area 


United Kingdom: Conversion permitted without restriction for ’American,” 
“Canadian,” or “registered” accounts, arising mainly from current transactions 


1Countries permitting conversion of holdings arising from sale of convertible foreign 
currencies or from authorized foreign investment. 
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with residents of countries with convertible currencies or from sale of gold 
or dollars; these accounts can also be used without restriction to purchase gold 
in London gold market. Conversion into other foreign currencies permitted 
without restriction for virtually all other foreign-held accounts (“transferable 
accounts”) ; in practice, these accounts can be converted into dollars at a discount, 
which in recent years has been less than 1 percent. In practice, domestic hold- 
ings (“resident accounts”) also can be converted into dollars, but at a substantial 
discount. 


Australia.’ 

Burma.’ 

Ceylon.’ 

Ghana.’ 

Iceland? 

India.* 

Iraq.’ 

Ireland? 

Jordan.* 

Libya: License required for all conversions. 
New Zealand.” 
Pakistan.* 

Rhodesia.’ 

Union of South Africa.” 


D. Rest of world (except Communist countries) 

Afghanistan.” 

Cambodia: License required for all conversions. 

Egypt*: Conversion of “authorized” investment accounts subject to limits. 

Ethiopia,’ 

Indonesia: License required for all conversions. 

Iran.* 

Israel: * Conversion of “authorized” investment accounts subject to limits. 

Japan.’ 

Korea: License required for all conversions. 

Laos: License required for all conversions. 

Philippines: License required for all conversions, except for limited amount of 
profits. 

Saudi Arabia: License required for all conversions. 

Sudan.’ 

Taiwan:? Conversion of “authorized” investment accounts subject to limits. 

Thailand: Conversion permitted for holdings arising from current trans- 
actions. 

Vietnam: License required for all conversions. 

Senator Matonr. How many of these nations right at this point 
allow their own nationals to have the gold ? 

Mr. Marcer. There are several that allow them to have it. 

There is none that undertakes to redeem it, redeem their currency in 
gold ata nen ns. 

In other words, there is a distinction in these countries between allow- 
ing the nationals to hold gold domestically—on the one hand—and 
then the governments’ undertaking to redeem in gold any currency. 

Senator Matone. Redeem their own money in gold? 

Mr. Marcer. That is right. 

There are several countries which do allow people to hold gold inter- 
nally. One is France, one is Switzerland, recently Belgium, and 
Germany. 


1Countries permitting conversion of holdings arising from sale of convertible foreign 
currencies or from authorized foreign investment. 

?Countries permitting unrestricted conversion into pounds sterling, and thus indirectly 
conversion into dollars to the extent permitted or possible in the United Kingdom. 


Note.—Countries that are printed in italic are members of the European Payments 
Union, which also includes Switzerland (see above). Union members (including overseas 
countries ae to their currency area) settle balances with each other 25 percent in 

y 


credit, repayable agreement or at the time of the dissolution of the Union, and 75 
percent in gold or dollars. 
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Senator Matonge. Would you give me a list of those nations that 
allow their nationals to hold gold ? 

Mr. Marcer. Yes. 

Senator Matone. And let them transfer it, buy it and sell it? 

Mr. Marcer. Yes. 

Senator Martone. In these nations, is there any limit on the price for 
which they can sell it, if they can get it, if they can sell it for $20 or $50 
or whatever amount they can get for it, or is that price controlled by 
the government ? 

Mr. Marcet. The price is not controlled by the government. 

(The information referred to follows :) 


According to available information the following countries allow their na- 
tionals to hold, transfer, buy, and sell gold domestically : 


Argentina Greece Pakistan 
Belgium India Peru 

Brazil Iran Portugal 
Canada Italy Saudi Arabia 
Chile Japan Thailand 
Colombia Lebanon Turkey 
Egypt Mexico Switzerland 
France Morocco Uruguay 
Germany 

Senator Matone. That is free gold? 

Mr. Marcer. Yes. Where they are allowed to hold it, they are 
allowed to trade internally. There may be restrictions on export and 
import. 

Senator Martone. But internally they can buy and sell? 

Mr. Marcer. That is right. This is not true, sir, of all countries. 
I oe just talking of those countries where they are allowed to deal in 
gold. 

Senator Manone. Yes. 

Now, how many countries are there which will allow export or 
import of gold by nationals or by their own citizens? 

Mr. Marcer. There are very few. We will give you a list. 

Senator Matone. Yes; give us a list of those nations for the record. 

Mr. Marcaer. As opposed to the monetary authorities; as opposed to 
the treasury, let us say, or the government ? 

Senator Matone. Independent of it. 

Mr. Marcer. Free export and import. 

Senator Martone. Yes. 

Well, it might be they would have to have a permit, it might be, 
but if they do, let the record show whether they can do it without a 
permit, or whether they have to have a pone for import and export 
of gold, and whether the price is fixed, if they do export or import, or 
whether it is a free market. 

You think it is a free market? 

Mr. Marcer. There is no case I know of in which the government 
will deliver gold to its nationals at a fixed price for domestic holding. 

Senator Matonr. They can if they want to? 

Mr. Marcert. In practice they do not. 

Senator Matone. In practice they do not generally do it? 

Mr. Marcer. That is right. 
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(The information referred to follows :) 


According to available information the following countries permit unrestricted 
imports and exports of gold: Canada, Lebanon, Moroceo, Switzerland, and 
Uruguay. 

Senator Matone. Do you know, then, with these nationals in various 
nations buying and selling gold, or nations buying and selling gold, 
what the price has been, what has been paid per ounce for this gold 
over the past 10 or 15 years? 

Mr. Mareer. Oh, yes, sir; we could give you a table on that. I 
happen to have with me somewhere in these papers a paper on the 
current free prices of gold. 

While I am fishing “for the paper, the generalization that I would 

make about the price of gold in these free markets is broadly this: 
That—here it is—that in what I would call the effective free gold 
markets, which are typified by, for example, London, the London ‘free 
gold market or the Zurich free gold market 

Senator Martone. The what? 

Mr. Marcer. Swiss. 

Senator Matonre. How many free gold markets are there? 

Mr. Marcer. Those are the two principal ones, Switzerland—— 

Senator Matonsr. How about Hong Kong? 

Mr. Marcer. There is a market in Hong Kong, too, and the general- 
ization I was going to make—your question was, what is the price? 

Senator Matone. Generally speaking, over the past couple of 
decades. 

Mr. Marcer. Well, that has varied very considerably. 

Senator Matonr. I understand that. That is what I want. 

Mr. Marcer. If you ask me over the past decade, it has been 
varying from a very considerable premium over the $35 price to what 
is now the state of affairs, which is that in London, for example, as of 
now, as of July, for ex ample, the dollar price of gold in the free market 
is in fact $35. That has not been true throughout this period. 

Senator Matonr. How high did it go, and how low, over the past, 
say, 20 years, if you know? 

Mr. Marecer. Well, the London market opened only in the post- 
war period. 

Senator Matonr. Post-Second War? 

Mr. Mareer. Post-Second War, and only relatively recently, sir. 

Senator Matonr. You have that information? 

Mr. Marcer. I do not have the date, but I can give you the date. It 
is within the last 2 or 3 years that they have opened it. 

I say the price since that gold market has been opened has been, in 
effect, around $35. 

Senator Martone. How high did it go during that last 2 or 3 years? 

Mr. Marcer. Not much higher. It has just been around—just a 
little under, below—— 

Senator Martone. When I was in South Africa, I think in 1948, 
there was as high as a $75 per ounce market for gold in Europe. 

Mr. Marcer. “Yes, sir. 

Senator Matonr. Do you know anything about these prices over 
the past 24 years? 

Mr. Marcetr. We can—since they are in many cases unofficial prices, 
they have to be approximate—but we can get you the price during this 
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period of, shall I say, of distrust of the local currencies, and the pre- 
mium was quite high. 

Senator Martone. About how high? 

Mr. Mareer. Seventy dollars, a premium of as much as that. 

I was going to—lest I mislead you, Senator, I would like to complete 
my statement about what the current prices are. 

Senator Martone. Go ahead. 

Mr. Marcer. I said that in the typical, the principal functioning 
markets, namely, London and Zurich, Switzerland, the rate is in fact 
effectively around $35. 

Now, there are some divergencies as between other markets, which 
are not so important because free import and export is not permitted. 

For example, in Paris there is a market for bar gold, that is slightly 
higher, that is $36.50; and indeed, in one case, but it is really an 
exceptional case, namely, the case of Bombay, the premium, the price, 
is about $60. But that 

Senator Matonr. Bombay, India? 

Mr. Marcer. In India, yes, sir. 

Senator Matone. Is that $60 in American dollars, 60 American 
dollars ? 

Mr. Marcer. That is the equivalent of 60 American dollars. 

Senator Matonr. What do they use for money there? I was there 
in 1948 

Mr. Marcer. Rupees. 

Senator Martone. Rupees. That rupee varies quite widely, and 
generally is getting cheaper ? 

Mr. Marcer. It has shown some depreciation on the free market. 

Senator Matonr. What is it now, to the dollar, roughly ? 

Mr. Marcer. I do not have that figure here, but I would say it de- 
pends on which free market. The black market, perhaps as much as 
10 percent discount, or something of that kind. I would have to check 
that. 

Senator Matonr. Do you know what the official rate is? 

Mr. Marcet. Yes, sir. It is about five to the dollar. 

Senator Martone. You think it would vary about 10 percent ? 

Mr. Marcer. Yes. Mind you, these are black market quotations. 
You will not find them officially quoted. 

Senator Marone. I am familiar with what you mean there. I 
understand perfectly. 

And that is, generally they have an official rate, and some of them 
have what they call a bank rate. It might be a little different than 
that. And then they have a street rate. You just walk out on the 
street and look uncertain where you are going, with American-cut 
clothes, why, you can get just about anything you ask for the dollar. 
That is about right; is it not? 

Mr. Marcer. Yes. 

Senator Matone. I remember in France in 1947, I think it was, I 
think the official rate was 350 francs to the dollar. 

Mr. Marcer. That is right. 

Senator Martone. That was quite a while ago. 

If you went out on the street, you got whatever you asked for it, 
because they wanted that dollar in their little hot hands. 

None of these countries, no country in the world is on the official 
gold standard today, is it ? 
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Mr. Marecer. In the sense of redeeming for domestic circulation 
for its own nationals—— 

Senator Matone. Yes. 

Mr. Marcer. At a fixed price, there is none, sir. 

Senator Martone. Are there any of them besides us—yes, you did 
say, and you did, I think, Mr. Chairman, that these countries, and 

ou are furnishing me a table of the ones that do make up their foreign 
Lilamies in gold on request; you will give me a list of those nations? 

Mr. Martin. That is right. 

Senator Matone. And a list of the nations which do not do it, be- 
cause there are so many of them it is pretty hard to remember the list. 

Mr. Martin. Right. 

Senator Matone. You understand, I want this information for the 
record, since we will need it when we start adding it up. 

Now, I would be very much interested in your statement—why are 
we not on a gold standard ? 

Well, I will ask that question first: Why are we not on a gold stand- 
ard, if that would stop the inflation and keep the money somewhat 
stable, or a metal standard, whatever you want to call it? 

Mr. Martin. Well, we got off the gold standard in the dislocations 
that came following World War I; and to get back on full redeem- 
ability of currency—and I hope some day we will get back on it—is 
a pretty hazardous undertaking at a time when you have got irre- 
sponsible countries, such as our Russian friends that you mentioned 
earlier, but who might make irresponsible demands through individual 
citizens in this country, if we were redeeming for individual citizens. 

Senator Martone. You are not doing that. 

Mr. Martin. No, we are not, but I am saying if we did, they might 
make difficulties for us that I do not see any particular reason for 
us to run the risk of. 

Now, over recent years, I think the management of our currency 
and finances has been such that the risk would be at a minimum. 
But we still have our Russian friends at all times as a threat, and 
we have probably some of them stirring up individual citizens in this 
country needlessly. 

Senator Martone. You mean our own citizens? 

Mr. Martin. Stirring up our citizens, yes, sir. 

Senator Martone. I have a good idea who is stirring it up. But I 
will not go into that with you now. 

What do you think—do you think it is going to get any better in 
the future, as far as our Russian friends are concerned ? 

Mr. Martin. I really do not know, Senator. 

Senator Martone. Do you think they are going to be less dangerous 
when they increase their own supply of gold? 

Mr. Martin. No; I do not think they are going to be any less dan- 
gerous if they owned gold. I hope that the world can look forward 
to a more peaceful period at some time, but I do not have to much hope 
of it at the present time. 

Senator Martone. Do you have any idea that Russia is the only na- 
tion which might give us trouble if they had enough gold to do it 
with? 

Mr. Martin. Well, I think all of the Iron Curtain countries would 
cooperate with them. 
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Senator Matonr. Do you remember where the “Iron Curtain” 
phrase was created ? 

Mr. Martin. No; I am afraid I do not. 

Senator Matone. I will tell you, and I think it is time some of our 
American citizens start to analyze where they hear these catch words 
and phrases. 

Mr. Martin. Right. 

Senator Mavone. Mr. Churchill created that catch phrase when he 
made a speech for Mr. Truman in Missouri. 

Mr. Martin. Westminster College, Fulton, Mo. 

Senator Matone. You remember? 

Mr. Martin. That is right. 

Senator Martone. While we are on these catch words and phrases 
by which we have run this country for 24 years, do you remember 
where the “dollar shortage” was created ? 

Mr. Martin. Where the dollar 

Senator Matone. Where the phrase “dollar shortage” was created. 

Mr. Martin. No, I cannot say, offhand, that I do. 

Senator Martone. It was created by the London bankers to sell a bill 
of goods to our taxpayers that they should give them money. There 
are two ways in which a nation can have a “dollar shortage; there is 
- one W ay you and I can have it. 

1en individuals spend more than they make each year, they have 
a dollae shortage. 

But a nation can have it in two ways: By spending more each 
year than they earn, which are all doing, including ourselves, but we 
can still sell bonds to our citizens for our shortage or by pr inting money 
as you are allowed to do; but the foreign nations have a dollar short- 
age by simply fixing a price on their money in terms of the dollar 
higher than the market price and no one will take it at the official 
rate. 

No one will buy it but a silly Congress. It has been picking up the 
international check since World War IL. 

Have you been aware that almost every nation in the world fixes 
i price on its money—hi ice j 
dollar? You have not been aware of that? 

Mr. Marcer. Well 

Senator Matone. Wait just a minute, will you, please? 

We will call on you in a minute. 

Mr. Martin. I am not sure that I follow you there. 

Senator Martone. I will ask it again. 

Mr. Martin. Yes. 

Senator Matone. Do you have knowledge that nearly every nation 
in the world fixes a price—let us leave it at that now—on its own 
money in terms of the dollar? You know that, do you not? 

Mr. Martin. That is right. 

Senator Martone. Well, are you aware that nearly all of them fix 
a price above the market price of their money in terms of the dollar? 

Mr. Martin. I do not know how you determine the market price on 
that. 

Senator Matone. It should be very easy for you. I went to Hong 
Kong, a free port. I have seen all of the foreign nations. I even 
went to Lithuania. There is hardly room to land a plane there. 
In 1948, I walked up to a bank window in Hong Kong and laid 
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down a dollar, and I got six Hong Kong dollars for it, I might be 
off a little; it might have been 514 or 614; and walked to another 
window and laid down about 15 or 16 Hong Kong dollars and got 
a British pound and, being a free market, I could spend it anywhere 
in the world. Did you know that? 

Mr. Martin. Yes; I did know that. 

Senator Marone. All right. At that time, what do you think the 
price of the British pound was fixed by Britain? That was 1948, 
remember. 

Mr. Martin. About $4.06. 

Senator Martone. $4.03. Your memory is good. Well, you could 
buy it for $2.60 in Hong Kong, if my computations are correct, 
or any other free market. 

Mr. Martin. Sure. 

Senator Martone. Well, there is a good deal of difference between 
$2.60 and $4.03, is there not? 

Mr. Martin. There is, indeed. 

Senator Matong. Well, we were picking up the check for the dif- 
ference with gifts of taxpayers’ cash to Britain. There was the 
$33/, billion loan in 1946. Do you remember that? 

Mr. Martin. Yes. 

Senator Matone. So-called loan; of course, it was a gift. 

Mr. Martin. I was 

Senator Maronr. If I had been in the Senate I would have voted 
against it. I was not here. I was here the next year, when Mr. 
Marshall made his famous speech, and had a simple paragraph 
that the Secretary of the Treasury wrote into it—the old man prob- 
ably did not know it was in there—that we ought to pick up the 
check for 3 years internationally. And the Prime Minister of 
England took the ball on the first bounce and told us in 30 days 
what it was going to cost us for 3 years; $17 billion. I was here 
then, and I did not like it. That was in 1947. So, as soon as we ad- 
journed, I went to Europe, and inspected almost every nation in 
Europe. You are familiar with that transaction, are you not? 

Mr. Martin. I am. You are talking about black-market transac- 
tions. 

Senator Martone. No: I am talking about walking right up to a 
bank market at Hong Kong, and I suppose you can do it in any free 
market country in the world, including Switzerland. T went into Italy 
in 1947, and an Italian banker there—it was a branch of the Bank of 
America, as a matter of fact—one of the bank managers that I con- 
sulted, and he was literally going nuts, because he had a balance of 
British pounds, £25 million of credit, and he thought his bank 
was in good shape; and on paper it was. 

However, he said the English blocked the currency: would not 
honor the payments unless for goods purchased in England. He could 
not spend it unless he spent it in England, and there was nothing in 
England he wanted to buy, so he was just walking around in a circle, 
tearing his hair, a rich man, and could not get a dime, about to get 
fired, I think, because that had happened to him. 

Now, is England the only one that blocked its currency? 

Mr. Martin. No; there were other countries, Senator. 
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Senator Martone. Do you have some knowledge of such nations 
over the last 10 or 12 years, say, the years during and since World 
War II? 

Mr. Martin. We can give you a list of the countries. 

Senator Martone. The ones that blocked their currencies at differ- 
ent times ? 

Mr. Martrn. Right. 

(The information referred to is as follows :) 

According to available information, the following countries have either com- 
pletely blocked foreign-held balances or imposed substantial restrictions on their 
use at different times since 1939. Except where noted, controls were imposed 
or were already in effect at the beginning of World War II. In recent years, 
some countries have eliminated all restrictions, and most countries have sub- 
stantially relaxed controls. Communist countries are not listed. Current limi- 


tations on convertibility of foreign-held balances are shown in the insert for 
page 2981. 


Afghanistan France Nicaragua 
Argentina Germany Norway 
Australia Greece Pakistan, 1947 
Austria Honduras Paraguay 
Belgium-Luxembourg Hong Kong Peru, 1945 
Bolivia Iceland Philippines, 1949 
Brazil India Portugal, 1948 
Burma Indonesia Spain 

Cambodia Iran Sudan, 1956 
Canada Traq Sweden 

Ceylon Ireland Switzerland 
Chile Israel Taiwan, 1950 
Colombia Italy Thailand, 1942 
Costa Rica Japan Turkey 
Denmark Jordan Union of South Africa 
Dominican Republic, 1942 Korea, 1946 United Kingdom 
Ecuador , Laos Uruguay 

Egypt Lebanon Venezuela 
Ethiopia, 1942 Netherlands Vietnam 
Finland New Zealand 


Senator Matone. But you are aware that practically all these na- 
tions fix a fictitious price in dollars on their currency—Canada does 
not, because her dollar is worth more than ours, and that is because 
they have more horsesense than we have. They do not give their 
money away. They do not give anything away. We have financed 
projects in Canada up to several hundred million dollars for our own 
citizens and others with our taxpayers’ money. What is the Canadian 
dollar worth now, in terms of the dollar, on the market ? 

Mr. Martin. About a dollar and six cents. 

Senator Martone. Ours is getting a little cheaper all the time. 

Mr. Martin. That is right. 

Senator Matonr. Do we have any prospect, as long as we keep 
up our present unbusinesslike methods, to slow up the increased 
premium on the Canadian dollar? 

Mr. Martin. I do not know, Senator. The volume of new invest- 
ment, American money that is flowing into investment in Canada be- 
cause of their more businesslike methods has been tremendous. 

Senator Martone. Do you know how much it is? 

Mr. Martin. No; I do not. We could probably give it to you. 

Mr. Marcer. We can give you some figures on that. 
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Senator Martone. I wish you might. We added it up here—I tell 
you what you might do—we added it up with Burgess. There were 
$4614 billion now of American capital in foreign countries, and you 
know our Department of Commerce, which is a very great organiza- 
tion, built up by former Secretary Hoover, I knew him when he was 
in there, I think he did a marvelous job, and I think there have been 
good secretaries since—however, they are now and have been spend- 
ing a good part of their time promoting American investment abroad. 

ou know that, do you not ? 

Mr. Martin. That is right. 

(The information referred to is as follows :) 


United States outflow (—) to Canada 


{In millions of dollars} 





1957, 
1952 1953 1954 1956 1 January- 
March ! 


Total net outflow (—).......------- —412 








Private, net, total 


Direct investments. -..........---.--- 
pg ES ee eee 
Redemptions 

Other long-term, net.._.__-- 
Short-term, net..............- 





Government, net, total. .......-- 


Long-term capital, outflow 
Repayments... _-_---.--- on 
Short-term, net 





1 Preliminary. 
2 Less than $500,000. 


Source: U. 8S. Department of Commerce, Survey of Current Business, 


Senator Martone. The promotion of American capital invested 
abroad by the Department of Commerce is in addition to the four 
organizations, the Import-Export Bank, the International Bank— 
the World Bank—the International Monetary Fund, and the Inter- 
national Finance Corporation. 

Mr. Martin. The International Monetary Fund and the Interna- 
tional Finance Corporation. 

Senator Martone. That is right. 

And the one reason for their existence is to loan money, to encourage 
American money to invest abroad, using the foreign cheap labor and 
avoid American taxes and through our free trade policy import the 
metals, textiles, and manufactured goods into this country in competi- 
tion with the American higher wages workingmen and investors. 

Mr. Martin. To encourage; yes. 

Senator Martone. And we finance the Import-Export Bank exclu- 
sively, up to $5 billion; is that not right? 

Mr. Martin. That is right. 

Senator Martone. And we guarantee 35 percent of the capital for 
each of the other three organizations; is that right? 

Mr. Martin. That is roughly right for the International Bank— 
yes, I would say that is about right. 





1466 FINANCIAL CONDITION OF THE UNITED STATES 


Senator Martone. That is about right for the three of them. If 
there is any difference, will you detail such difference when you cor- 
rect your testimony ? 

Mr. Martin. Right. 

Senator Martone. It is approximately correct. 

Mr. Martin. That is right 

Senator Martone. Now, there are 60 to 70 nations that are members 
of each one of these three international organizations, each having 
a member of the Board of Directors? 

Mr. Martin. That is right. 

Senator Martone. The three international organizations besides the 
Export-Import Bank, which is exclusively our own. All, however, 
promoting, through loans, American investments abroad ¢ 

Mr. Martin. That is right. 

Senator Martone. And those directors vote in accordance with that 
nation’s stock of money put into the organization. 

Mr. Martin. That is right. 

Senator Matone. It means that 65 percent of the voting power is 
in foreign nations’ hands and 35 percent in American hands or con- 
trol, does it not? 

Mr. Martin. That is right. 

Senator Marone. In other words, in encouraging American capital 
investment and spending abroad, determining to whom the loans are 
made and under what conditions the Board of Directors is 65 percent 
foreign-controlled. 

Mr. Martin. In those institutions; yes, sir. 

Senator Martone. Those three. 

Mr. Martin. Yes, sir. 

Senator Matoneg. Do you believe—and you must have knowledge of 
these countries before even World War I—do you have any reason to 
believe that these small countries throughout Europe and Asia are 
going to be any better off permanently unless we continue to divide 
our own wealth with them? We are now dividing our cash, gold 
and markets with them. 

The President organized the General Agreement on Tariffs and 
Trade (GATT) in 1947 under the 1934 Trade Agreements Act and 
transferred their operations to Geneva, Switzerland. At this time 34 
competitive foreign nations are dividing our markets between them 
through continually lowering our duties or tariffs. Also they pile up 
dollar credits for which they can demand our gold through the 
Marshall plan, ECA, mutual security, and so forth. That is how they 
are better off. 

Mr. Martin. I think these smaller countries are developing new 
products. 

Senator Martone. How do you mean, new products? 

Mr. Martin. Principally raw materials. 

Senator Mavone. at are these raw materials? 

Mr. Martin. Copper, lead, zinc, gold, silver—all of the minerals, 

Senator Martone. Tungsten? And shut our own mines down. 

Mr. Martin. Tungsten. 

Senator Matone. They are mining these materials—minerals and 
selling them in our market—and American investors using American 
higher standard-of-living workingmen cannot compete with them. 
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Mr. Martin. Well, they are selling it not only here, but all through 
the world. 

Senator Matone. We are the principal market in all of these min- 
erals. 

Mr. Martin. In some of these items, yes; not in 

Senator Martone. Of course, we are the principal market for all 
minerals and the only guaranteed market price for gold. 

Mr. Martin. Why 

Mr. Marcer. We could give you 

Senator Matone. Just a minute. I am asking the chairman and the 
chairman may turn to you. 

Mr. Marcer. Yes. 

Mr. Martin. I could not call off—I have not given any thought to 
it. I used to live in this field. 

Senator Martone. Do you not know, as a matter of fact, we are the 
principal market in the world, period and paragraph ? 

Mr. Martin. We are a major market in the world, no question 
about it. 

Senator Martone. And is it not our market that is being divided ? 
When we take our markets out of the pot at Geneva there will be 
no Geneva—it is our markets they are after. 

Mr. Martin. Well, multilateral trade is not our market. I think 
that we—— 

Senator Matong. It is our markets that they are dividing at Geneva 
through “multilateral trade” agreements? I am very much interested 
in your slant on the market division. The division of our markets 
among the nations of the world is an integral part of the plan to 
destroy us. 

You see, our citizens of this country trust Congress, or did trust 
Congress, and they almost worship the President, no matter who is 
President, or the Members of Congress. But the people know that 
something is wrong; however, they are not yet convinced that Con- 

ess would do these things to them. The monetary system is only one 

acet of the whole plan to destroy or divide the wealth of this Nation. 

We went off the gold standard in 1933, and started a deliberate in- 
flation cycle. To cheapen our dollar. To lower wages. To price 
ourselves out of the world markets. We started printing money. 

In 1943, we passed a free trade bill, the 1943 Trade Agreements Act, 
transferring the constitutional responsibility of Congress, article 1, 
section 8, that says Congress is to regulate our foreign trade, to the 
President, did we not ? 

Mr. Martin. We did. 

Senator Martone. Giving the President full authority in that act to 
transfer that responsibility of Congress to Geneva or to any point on 
earth, did we not? 

Mr. Martin. I do not think I follow you there. 

Senator Marone. I will ask it again. 

Mr. Martin. Yes. 

Well now, what is there in that bill that gives the President au- 
thority to transfer? 

Senator Martone. That is what I asked Mr. Dulles, the Secretary 
of State. Mr. Dulles says the 1934 Trade Agreements Act (so-called 
Reciprocal Trade) gave the President authority to transfer the con- 
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stitutional responsibility of Congress to regulate foreign trade to 
Geneva. The President made the transfer in 1947—did you know 
that ?—transferred it to Geneva under the General Agreement on 
Tariffs and Trade. 

Mr. Martin. No; Iam sorry. I was not familiar with that. 

Senator Martone. I think you ought to study it. Your job is only 
a part of the plan and you are vitally affected by the 1934 Trade 
Agreements Act and by the four organizations you have described 
to encourage American capital to invest abroad. 

I do think that, unless you understand it, you are not quite up to 
it; Iam sorry. 

Mr. Martin. I think it may be that I am not well up to the job, 
Senator. 

Senator Martone. You are up to your own particular job, but I 
am trying to tell you that you are only one factor. 

Now, in 1947, under the 1934 Trade Agreements Act (so-called Re- 
ciprocal Trade) as extended, the President caused to be organized, 
through the State Department, the General Agreement on Tariffs 
and Trade. You heard of it? 

Mr. Martin. Yes; that is right. 

Senator Martone. And you heard the State Department is respon- 
sible for that; they claim it? 

Mr. Martin. Right. 

Senator Martone. He located the organization in Geneva. Any for- 
eign nation that passed muster—and remember, now, just what the 
qualifications were—could join. 

Mr. Martin. Right. 

Senator Matone. And then they were empowered, through the 
General Agreement on Tariffs and Trade, to make multilateral agree- 
ments on tariffs and trade, dividing our markets among themselves, 
which they have done. 

I have been in Geneva. I took the British secretary of the General 
Agreement on Tariffs and Trade organization to lunch, and found 
him to be a fine, congenial fellow, as he would be, and a Britisher, 
as he would be, because there is where the whole division of our wealth 
is based. 

Now, using the authority granted the President under the 1934 
Trade Agreements Act, the transfer to Geneva was made to operate 
under the newly organized General Agreement on Tariffs and Trade. 
You know that was done, do you not? 

Mr. Martin. That is right. 

Senator Matone. Secretary Dulles, sitting right where you are now, 
in 1955, and under my direct questioning, said that the 1934 Trade 
Agreements Act gave the President full authority to organize the 
General Agreement on Tariffs and Trade and locate the operation 
in Geneva. 

Are you aware that he testified to that fact? 

ee I may have been, Senator. I would have to refresh 
myself. 

Senator Martone. I am reminding you; and, if you will check it, 
I think it will be very helpful to you. 

As a result of Mr. Dulles’ testimony, and other pressures, the Con- 
gress did exactly, in 1955, what they have been doing for 24 years; 
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they extended the 1934 Trade Agreements Act for 3 more years—it 
now expires in June of 1958. 

I was able to persuade this committee to hold it to 1 year at one time. 
I never did vote for it, because it is a free-trade act, and puts the 
foreign cheap labor in direct competition with American workingmen 
and investors. The original act in 1934 allowed the tariffs or duties 
to be cut 50 percent. The second extension allowed an additional 50 
percent, making the allowable duty cuts 75 percent. 

In 1955, this Congress allowed them to cut it another 15 percent 
under certain conditions, 5 percent a year. They are busily engaged 
in doing that very thing in Geneva at this time. 

Now, the 1934 Trade Agreements Act expires in June 1958, next 
year, and I hope to God this Congress has the gumption and the guts 
to let itexpire. The regulation of our foreign trade through flexible 
duty or tariff adjustment reverts to the Tariff Commission, an agent 
of Congress, under the 1930 Tariff Act. That act directs the Tariff 
Commission to determine the difference in the cost of production of 
an article in this country and the product or a like article in the chief 
competitive foreign nation, and recommend that as the duty or tariff, 
which simply takes the profit out of the low-cost wages at the water’s 
edge. 

Now, it is a fact, is it not, that it is against the law for any of our 
nationals, as we call the citizens of foreign nations, our own citizens 
to have possession of gold ? 

Mr. Martin. Yes, unless they have it for adornment or for some- 
thing of that sort. 

Senator Matonr. They can buy jewelry. They can also buy gold 
from the Treasury for manufacturing purposes, under certain condi- 
tions? 

Mr. Martin. That is right. 

Senator Martone. That is already in the record. 

Do you know what those transactions amount to each year? 

Mr. Martin. No; I do not have the figures on it, but I can get them. 

Senator Matone. I wish you would, and just for each year, say, 10 
or 15 years. 

Mr. Martin. Right. 

(The information referred to is as follows :) 

A table showing the sale of gold by the mint to United States industry and net 
industrial consumption of gold by United States industry, 1947-55, has been 
submitted by the Secretary of the Treasury and published on page 456, part 1, 
of these hearings. 

Senator Martone. After the Treasury had sold the gold for this 
purpose, presumably for ornaments and jewelry, what is known about 
this gold afterwards, what becomes of it, whether it is sold or whether 
it is melted up and sold again, or it goes out of the country as jewelry 
and then might be melted up? 

Is anything known about it after it has been sold by the Treasury 
for that purpose ? 

Mr. Martin. I think the Treasury does have some general idea of 
what happens to it. 

Senator Martone. Could you give me the regulation ? 

Mr. Martin. Right. 

Senator Martone. Just as a matter of information. 
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Senator Martone. You can insert it in the record. Now then, what 
do you think would be the matter with allowing our nationals, as we 
call them, in this country citizens, to have possession of gold and 
transfer it among themselves, and if they sold it—first, just confine 
it to the United States and our possessions. What would be the dis- 


advantages ? 
(The following was later received for the record :) 


SuBPART B—CONDITIONS UNDER WHICH GOLD May BE ACQUIRED AND HELD, TRANS- 
PORTED, MELTED OR TREATED, IMPORTED, EXPORTED, OR HARMARKED 


§ 54.12 Conditions under which gold may be acquired, held, melted, etc. Gold 
in any form may be acquired, held, transported, melted or treated, imported, 
exported, or earmarked only to the extent permitted by and subject to the con- 
ditions prescribed in the regulations in this part or licenses issued thereunder. 

§54.13 Transportation of gold. Gold may be transported by carriers for per- 
sons who are licensed to hold and transport such gold or who are permitted by 
the regulations in this part to hold and transport gold without a license. 

§54.14 Gold situated outside of the United States. Gold in any form situ- 
uated outside of the United States may be acquired, transported, melted or 
treated, or earmarked or held in custody for foreign or domestic account with- 
out the necessity of holding a license. 

§ 54.15. Gold situated in the possessions of the United States. Gold in any 
form (other than United States gold coin) situated in places subject to the 
jurisdiction of the United States beyond the limits of the continental United 
States may be acquired, transported, melted or treated, imported, exported, or 
earmarked or held in custody for the account of persons other than residents of 
the continental United States by persons not domiciled in the continental United 
States: Provided, however, That gold may be transported from the continental 
United States only as authorized by §§ 54.25, 54.32, 54.33, or 54.34, or licenses is- 
sued pursuant thereto. 

§ 54.16 Fabricated gold. Fabricated gold as defined in $54.4 may be ac- 
quired, held, transported within the United States or imported without the 
necessity of holding a license therefor. Fabricated gold may be exported only as 
authorized in § 54.25 or in a license issued pursuant to that section. 

§ 54.17 Metals containing gold. Metals containing not more than 5 troy 
ounces of fine gold per short ton may be acquired, held, transported within the 
United States, or imported without the necessity of holding a license therefor. 
Such metals may be melted or treated, and exported only to the extent per- 
mitted by and subject to the conditions prescribed in or pursuant to § § 54.21 to 
54..27, inclusive. 

$54.18 Unmelted scrap gold. Unmelted scrap gold may be acquired, held, 
transported within the United States, or imported in amounts not exceeding at 
any one time 50 fine troy ounces of gold content without the necessity of holding 
a licence therefor. Persons holding licenses issued pursuant to paragraph (a) of 
§ 54.25, or acquiring, transporting, importing or holding gold pursuant to § 54.21, 
— not acquire, transport, import or hold any gold under authority of this 
section. 

§54.19 Gold in its natural state. (a) Gold in its natural state, as defined 
in § 54.4, may be acquired, transported within the United States, imported, or 
held in custody for domestic account only, without the necessity of holding a 
license therefor. 

(b) Gold amalgam which results from the addition of mercury to gold in its 
natural state, recovered from natural deposits in the United States or a place 
subject to the jurisdiction thereof, may be heated to a temperature sufficient to 
separate the mercury from the gold (but not to the melting temperature of 
gold) without a license by the person who recovered the gold from such de- 
posits or his duly authorized agent or employee. The retort sponge so re 
sulting may be held and transported by such person without a license: Pro- 
vided, however, That no such person may hold at any one time an amount of 
such retort sponge which exceeds in fine gold content 200 troy ounces. Such 
retort sponge may be acquired from such persons: 

(1) By the United States; 

(2) By persons holding licenses issued pursuant to paragraph (a) of § 54.25; 
(3) By other persons provided that the aggregate amount of such retort sponge 
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acquired and held by such other persons does not exceed at any one time 200 
fine troy ounces of gold content. 

(c) Persons acquiring retort sponge under paragraph (b) (3) of this section 
are authorized to dispose of such retort sponge only to the United States and to 
persons holding licenses issued pursuant to paragraph (a) of § 54.25. 

(d) Except as provided in §§ 54.12 to 54.20, inclusive, and in §§ 54.32 and 
54.33, gold in its natural state may be melted or treated or exported only to the 
extent permitted by, and subject to the conditions prescribed in, or pursuant to, 
§§ 54.21 to 54.27, inclusive. 

$54.20 Rare coin. (a) Gold coin of recognized special value to collectors of 
rare and unusual coin may be acquired and held, transported within the United 
States, or imported without the necessity of holding a license therefor. Such 
coin may be exported, however, only in accordance with the provisions of 
§ 54.25. 

(b) Gold coin made prior to April 5, 1933, is considered to be of recognized 
special value to collectors of rare and unusual coin. 

(c) Gold coin made subsequent to April 5, 1933, is presumed not to be of rec- 
ognized special value to collectors of rare and unusual coin. 


SUBPART C—GOLD FOR INDUSTRIAL, PROFESSIONAL, AND ARTISTIC USE 


§ 54.21 Fifty ounce exemption for processors. (a) Subject to the conditions 
in paragraph (b) of this section, any person regularly engaged in an industry, 
profession, or art who requires gold for legitimate, customary, and ordinary 
use therein, may, without the necessity of obtaining a Treasury gold license: 

(1) To consign gold bullion, including semiprocessed gold, to other persons 
authorized to hold and dispose of gold in such form and amount under the reg- 
ulations in this part or a license issued pursuant hereto; 

(2) Hold, transport, melt, and treat such gold; 

(3) Furnish unmelted scrap gold to the United States, to persons operating 
pursuant to §§ 54.18 or 54.21, or to the holder of a license issued pursuant to 
paragraph (a) of § 54.25; and 

(4) Furnish melted scrap gold to the United States or to the holder of a li- 
cense issued pursuant to paragraph (a) of § 54.25 which authorizes the acqui- 
sition of such melted scrap gold. 

(b) The privileges of paragraph (a) of this section are granted subject to the 
following conditions: 

(1) That the aggregate amount of such gold acquired, held, transported, 
melted and treated, and imported, does not exceed, at any one time, 50 fine troy 
ounces of gold content (not including gold which may be acquired, held, ete., 
without a license under any other section of this part, except § 54.18) ; 

(2) That the aggregate amount of such gold acquired, held, transported, 
melted and treated, and imported, does not exceed, in any calendar month 350 
fine troy ounces of gold content (not including gold which may be acquired, held, 
etc., without a license under any other section of this part, except § 54.18) ; 

(8) That such gold is acquired and held only for processing into fabricated 
gold, as defined in § 54.4, by such person in the industry, profession, or art in 
which he is engaged ; and 
“us full and exact records are kept and furnished in compliance with 

54.26. 

(c) Persons acquiring, holding, transporting, melting and treating, and im- 
porting gold under authority of this section are not authorized; 

(1) To consign gold bullion, including semi-processed gold, to other persons 
for processing, except that scrap gold may, for processing and return in semi- 
processed form, be consigned to the holder of a license issued pursuant to para- 
graph (a) of § 54.25, which authorizes the acquisition and melting and treating 
of such gold. 

(2) To furnish melted scrap gold to persons operating pursuant to the pro- 
visions of this section or § 54.18. 

(3) To dispose of gold held under authority of this section otherwise than in 
the form of fabricated gold or scrap gold. 

(d) Persons holding licenses issued pursuant to paragraph (a) of § 54.25 or 
acquiring, holding, transporting, or importing gold pursuant to $54.18 may 
not acquire, hold, transport, melt or treat, or import any gold under authority 
of this section. 

§ 54.22 Licenses required. Except as permitted in §§ 54.12 to 54.20, inclu- 
Sive, and § 54.21, gold may be acquired and held, transported, melted or treated, 
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imported, exported, or earmarked for industrial, professional, or artistic use only 
to the extent permitted by licenses issued under § 54.25. 

§ 54.23 Issuance of licenses or general authorizations. The Director of the 
Mint may issue or cause to be issued licenses or other authorizations permitting 
the acquisition and holding, transportation, melting and treating, importing and 
exporting of gold which the Director is satisfied is required for legitimate and 
customary use in industry, profession, or art by persons regularly engaged in 
the business of furnishing or processing gold for industry, profession, or art, or 
for sale to the United States. 

$54.24 Applications. Every application for a license under paragraph (a) 
of § 54.25 shall be made on Form TG-—12 (except that applications for export 
licenses shall be made on Form TG-15) and shall be filed in duplicate with the 
Director of the Mint, Treasury Department, Washington, D. C. Every applicant 
for a license under paragraph (a) of § 54.25 shall state in his application whether 
or not any applications have been filed by or licenses issued to any partnership, 
association, or corporation in which the applicant has a substantial interest or, 
if the applicant is a partnership, association, or corporation, by or to a person 
having a substantial interest in such partnership, association, or corporation. 
The Director of the Mint shall not issue any license to any person if in the 
judgment of the Director more than one license for the same purpose will be held 
for the principal use or benefit of the same persons or interests. Any person 
licensed under this subpart acquiring a principal interest in any partnership, 
association, or corporation, holding a license under this subpart for this purpose, 
shall immediately so inform the Director of the Mint. 

§ 54.25 Licenses—(a) Licenses for the acquisition and holding, transporta- 
tion, melting and treating, importing and disposition of gold. (1) Upon receipt 
of the application and after obtaining such additional information as may be 
deemed advisable, the Director of the Mint, shall, if satisfied that gold is neces- 
sary for the legitimate and customary requirements of the applicant’s industry, 
profession, art, or business, and that the applicant is qualified in all respects to 
conduct gold operations in full compliance with the provisions of this part and 
the provisions of a Treasury gold license, issue or cause to be issued to the appli- 
cant a Treasury gold license on the approved form for the kind of industry, 
profession, art, or business in which the applicant is engaged. 

(2) Licenses issued under this section may authorize the licensee to acquire 
and hold not to exceed a maximum amount specified therein; to transport such 
gold, melt or treat it to the extent necessary to meet the requirements of the 
industry, profession, art, or business for which it was acquired and held, or 
otherwise to carry out the purposes for which it is held under license; and to 
import gold so long as the aggregate amount of all gold held after such importa- 
tion does not exceed the maximum amount authorized by the license to be held. 

(3) Licenses issued under this paragraph do not permit the exportation or 
transportation from the continental United States of gold in any form. Such 
exportation or transportation is permitted only to the extent auhorized in para- 
graph (b) of this section or in a separate license issued pursuant to such 
paragraph. 

(b) Licenses and authorizations for the exporting of gold—(1) Semiprocessed 
gold. Semiprocessed gold, as defined in § 54.4, may be exported or transported 
from the continental United States only pursuant to a separate export license. 
Such licenses shall be issued by the Director of the Mint upon application made 
on Form TG-15 establishing to the satisfaction of the Director that the gold 
to be exported is semiprocessed gold and that the export or transport from the 
continental United States is for a specific and customary industrial, professional, 
or artistic use and not for the purpose of using or holding or disposing of such 
semiprocessed gold beyond the limits of the continental United States as, or in 
lieu of, money, or for the value of its gold content. 

(2) Fabricated gold. Fabricated gold, as defined in § 54.4, may be exported or 
transported from the continental United States without the necessity of obtaining 
a Treasury gold license: Provided, however, That the Bureau of the Census 
Schedule B statistical classification number of each specific commodity to be 
exported shall be plainly marked on the outside of the package or container, the 
shipper’s export declaration shall contain a statement that such gold is fabricated 
gold as defined in § 54.4 and is being exported pursuant to the authorization 
contained in this subparagraph, and such additional documentation shall be 
furnished as may be required by the Bureau of Customs or any other govern- 
ment agency charged with the enforcement of laws relating to the exportation 
of merchandise from the United States. 
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(3) Rare coin. (i) Rare gold coin as defined in § 54.20, made prior to April 
5, 1933, may be exported or transported from the continental United States 
without the necessity of obtaining a Treasury gold license: Provided, however, 
That the shipper’s export declaration shall contain a statement that such coin is 
rare gold coin and is being exported pursuant to the authorization contained 
in this subparagraph and such additional documentation shall be furnished as 
may be requested by the Bureau of Customs or any other government agency 
charged with the enforcement of laws relating to the exportation of merchandise 
from the United States. 

(ii) Gold coin made subsequent to April 5, 1933, may be exported or trans- 
ported from the continental United States only under license on Form TGL-11 
issued by the Director of the Mint. Application for such a license shall be 
executed on Form TG-—11 and filed with the Director of the Mint, Treasury 
Department, Washington 25, D. C. 

(4) Other exports of gold. Export licenses may also be issued upon applica- 
tion made on Form TG-15B in the same manner as prescribed in subparagraph 
(1) of this paragraph, authorizing the exportation of gold in any form for refining 
or processing subject to the condition that the refined or processed gold (or the 
equivalent in refined or processed gold) be returned to the United States, or 
subject to such other conditions as the Director may prescribe. 

§ 54.26 Investigations; records; subpoenas. (a) The Director of the Mint is 
authurized to make or cause to be made such studies and investigations, to 
conduct such hearings, and to obtain such information as the Director deems 
necessary or proper to assist in the consideration of any applications for licenses, 
or in the administration and enforcement of the acts, the orders, and the 
regulations in this part. 

(b) Every person holding a license issued under paragraph (a) of § 54.25, or 
acquiring, holding, or disposing of gold pursuant to the authorizations in §§ 54.18 
and 54.21, shall keep full and accurate records of all his operations and transac- 
tions with respect to gold, and such records shall be available for examination by 
a representative of the Treasury Department until the end of the fifth calendar 
year (or if such person’s accounts are kept on a fiscal year basis, until the end of 
the fifth fiscal year) following such operations or transactions. The records re- 
quired to be kept by this section shall include the name, address, and Treasury 
gold license number of each person from whom gold is acquired or to whom gold 
is delivered, and the amount, date, description, and purchase or sales price of 
each such acquisition and delivery, and any other records or papers required 
to be kept by the terms of a Treasury Department gold license. If the person 
from whom gold is acquired, or to whom gold is delivered, does not have a 
Treasury gold license, such records shall show, in lieu of the license number 
of such person, the section of the regulations in this part pursuant to which such 
gold was held or acquired by such person. Such records shall also show all 
costs and expenses entering into the computation of the total domestic value of 
articles of fabricated or semiprocessed gold as defined in § 54.4. 

(c) The Director of the Mint (or the officers and employees of the Bureau of 
the Mint specifically designated by the Director) or any department or agency 
charged with the enforcement of the acts, the orders, or the regulations in this 
part, may require any person to permit the inspection and copying of records 
and other documents and the inspection of inventories of gold and to furnish, 
under oath or affirmation or otherwise, complete information relative to any 
transaction referred to in the acts, the orders, or the regulations in this part 
involving gold or articles manufactured from gold. The records which may be 
required to be furnished shall include any records required to be kept by this 
section and, to the extent that the production of such information is necessary 
and appropriate to the enforcement of the provisions of the acts, the orders, and 
the regulations in this part, or licenses issued thereunder, any other records, 
documents, reports, books, accounts, invoices, sales lists, sales slips, orders, 
vouchers, contracts, receipts, bills of lading, correspondence, memoranda, papers, 
and drafts, and copies thereof, either before or after the completion of the 
transaction to which such records refer. 

(d) The Director of the Mint may administer oaths and affirmations and may, 
whenever necessary, require any person holding a license under § 54.25 or ac- 
quiring, holding, or disposing of gold pursuant to the authorizations of § 54.18 
or 54.21, or any officer, director, or employee of such person, to appear and tes- 
tify or to appear and produce any of the records specified in paragraph (c) of 
this section, or both, at any designated place. 
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§ 54.27 Reports. Every person holding a license issued pursuant to paragraph 
(a) of § 54.25 shall make reports on the appropriate report form specified in such 
license for the six months’ periods ending on the last days of June and December, 
respectively, and shall file such reports with the Director of the Mint, Treasury 
Department, Washington 25, D. C. Reports shall be filed within twenty-five days 
after the termination of the period for which such reports are made. 

Mr. Martrn. I think, in the last few years, there would have been 
no disadvantage. I think the disadvantage would come if somebody 
like our Russian friends stirred up a conversion from dollars into gold 
on the part of individual citizens; that would be only a troublemak- 
ing operation. 

eta Matong. How would it make trouble? 

Mr. Martin. Well, I think the mere conversion of dollars into gold 
just for the sake of saying that you are safer that way would cause 
trouble; do you not? 

Senator Matong. No. 

Mr. Martin. You do not? 

Senator Martone. I am for returning to the gold standard, of 
course, and using a little horsesense and taking the lead in that move. 
We are a powerful nation, and it has been the record over the years 
that a powerful nation took the lead in establishing sound money; as 
a matter of fact, we did do that ourselves one time, did we not? Was 
it not 1889? Is that right? 

Mr. Martin. Around that time. 

Senator Matone. Probably our trouble in going on the gold stand- 
ard now would be that we have given foreign nations dollar balances 
that could demand all but about $6 billion of our $22.4 billion in gold. 
We did take the lead in going on the gold standard in 1889 or what- 
ever year it was. 

Mr. Martin. That is right. 

Senator Martone. And is it not the fact that weaker nations follow, 
they do not lead ? 

Mr. Martin. No. But you havea situation 

Senator Matong. Please answer me. Over the history, has it not 
been the powerful nations which took the lead going on a metal 
standard, or whatever was used for stabilizing money ? 

Mr. Martin. I think that is true. 

Senator Martone. Are we not the most powerful nation now? Let 
us leave Russia out for a minute. Are we not the most powerful 
nation in the world? 

Mr. Martin. I think we are. 

Senator Matone. Well, are we not, including Russia, too? 

Mr. Martin. I think we are, even including Russia. But I think 
Russia is powerful enough to cause us real trouble in this. 

Senator Matone. I spent 214 months behind the so-called Iron Cur- 
tain. While I was traveling more than 14,000 miles in Russia, they 
would not even let our Ambassador out of Moscow, or any member 
of the Embassy. I know Bulganin and Khrushchev better than I 
know you, and I let them drink that “vulcanizer special” they call 
vodka, and I took a few drinks of wine. Bulganin and Khrushchev 
finally let me go into all of the 16 Socialist Republics. I am writing 
a report on the Eastern Hemisphere that will be available to you. 

There are two reports on the Western Hemisphere that are now 
available to you. One of them is Senate Report 1627 of the 83d Con- 
gress. The other one is Senate Document 83 of the 84th Congress. 
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The first one covers the accessibility of critical materials in the 
Western Hemisphere. The second one, the economic structure of each 
of these 42 entities and nations, showing exactly how they manipu- 
late the value of their currency in terms of dollars for trade advan- 
tage; and how trade between the nations of the Western Hemisphere 
can be facilitated and be made self-sufficient in the production of 
critical materials for war or peace. 

Mr. Martin. Did you get any indication from them as to the 
amount of gold they had, the Russians, on your trip ? 

Senator Martone. Not accurate information, but they can mine it 
pretty fast. 

Mr. Martin. Right. 

Senator Martone. And, according to mining engineers, one of them, 
as a matter of fact, the chief, ex-President Hoover, can tell you con- 
siderable about one of the large deposits of gold in Siberia that one 
of his companies owned at one time. ‘There are tremendous mineral 
deposits in Russia. All this poppycock that you are going to surround 
them and keep them from industrial development, or arming them- 
selves, is just that. 

I went into the Urals, one of the greatest mineralized areas in the 
world, and I saw mining machinery, some of the largest in the world 
being “poured” there. I hope our report will be ready by the first of 
the year. 

And there will be no effective revolt. All that is poppycock. They 
are living so much better than they were under the Czars, or that they 
were 5 or 10 years ago. 

But now back to our own citizens. Personally, I do not think Russia 
is going to have any influence on any good American citizen, and 
999%» of them are good American citizens. The few traitors are not 
the most dangerous. The many good, honest people who mouth 
these catchwords and phrases that are created by the few traitors 
and by foreign nations are really doing the most damage. 

These catchwords and phrases, such as “dollar shortage,” “trade 
not aid,” catch on and become popular to repeat. 

You say you do not think Americans should be allowed to own 
gold and buy it and sell it among themselves. Tell me, now, why, 
again? I was not too clear on that answer. You only mentioned 
Russia. 

Mr. Martin. Well, I mentioned the generally upset condition of 
the world. 

Senator Martone. What has that to do with it? 

Mr. Martin. Well, I think it has a lot to do with it. There are 
gold markets that we have already referred to, in Paris, in London, 
and in Switzerland. They are good gold markets. 

There are gold markets in Kuwait 

Senator Matonr. You mean for much above the $35 ? 

Mr. Martin. Well, the trade that we are talking about would be 
endeavoring to try to get more for the gold; otherwise, there would 
be no particular point in 

Senator Martone. Let us confine this question right now to the 
United States of America. Let us say they would have to have an 
export permit to send it anyplace else, but among ourselves why could 
we not take the lid off and say you could not put me in jail if you 
caught me with a $5 goldpiece. You could now, could you not? 
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Mr. Martin. We could now, yes. 

Senator Martone. All right, what is the reason we could not raise 
that curtain ? 

Mr. Marttn. I do not think there is any reason why we cannot raise 
that curtain. I think it is purely a policy question that it seems to 
me it would be unwise to raise it. 

Senator Matong. Why ? 

Mr. Martin. Because of the unsettled international situation. 

Senator Martone. What has that got to do with it, if you just buy 
and sell and trade it in our own country ? 

Mr. Martin. Well, if you could hold it for just around the country, 
it would not make any difference. 

Senator Martone. How could you export gold through the regular 
channels without knowing it if you had to have an export permit. 

Mr. Martin. Well, it is a matter of judgment, Senator. I would 
think you would have great difficulty in controlling it, limiting it. 

Senator Martone. You think our citizens would export it, regard- 
less, and that is your only objection to it? 

Mr. Martin. That is my principal objection. 

Senator Matone. Otherwise, if it could be controlled, you think, 
as far as locally is concerned, that they ought to be able to own their 
own gold if they produced it or bought it, and sell it for any price 
it would bring, or sell it to the Government if they want to, for the 
$35 an ounce. You would then know what our people thought it was 
worth per ounce. 

Mr. Martin. That is right. I would favor ultimately the redeem- 
ability of the currency in gold. I would not see any objection to it. 

I would like to see us get there some day. 

Senator Maronr. What do you mean my “some day” ? 

Mr. Martrtn. I do not see it in the foreseeable future, because you 
must remember we have been off of the gold redeemability now for 
over 20 years 

Senator Martone. How long; 24 years, is it not, 25 years? 

Mr. Martin. Twenty-four years. 

Senator Martone. Next year it will be 26. 

Mr. Martin. All right. 

Senator Matone. What has to happen 

Mr. Martin. To put us back on it? 

Senator Matoneg. Yes. 

Mr. Marttn. I think you have to have more stable world condi- 
tions than you have today, and we have to be certain that we are 
managing our monetary affairs in a way which will warrant confi- 
dence, and I think we are making progress in that direction. 

Senator Martone. There have been unsettled conditions in the world 
for 2,000 years. Do you have any idea there has ever been a condi- 
tion such as you describe in the world ? 

Mr. Martin. Well, we know there have been periods which have 
been less strenuous, I would say, than the present. 

Senator Martone. Well now, you must know this, but just for pur- 
poses of the record I am going to refresh your memory. For 300 
years, 2 or 3 or 4 European nations have controlled colonial systems 
and quashed the revolts, have they not ? 

Mr. Martin. That is right. 
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Senator Matonr. And they would send a warship or cruiser, for 
example, if England had trouble in the Malayan States, you would 
read in the paper a cruiser was on the way. 

Mr. Marttn. Yes. 

Senator Martone. And the cruiser arrives in about a week, and they 
throw a little grapeshot over in the jungle, and there is no more in- 
surrection; is that not right? Do you not remember reading about 
that in the old days? 

Mr. Martrn. Yes, sir. 

Senator Martone. Of course you do. 

The difference now is that the colonial system is deader than Julius 
Caesar. We were the first Nation to break away from England’s co- 
lonial system 180 years ago. Is that not right? 

Mr. Martin. Yes. 

Senator Mauonre. Why did we break away from it? I guess you 
would know that they would not allow us to build any manufacturing 
plants or produce anything but raw materials. We sold them the raw 
materials and were forced to buy their manufactured stuff, were we 
not ¢ 

Mr. Martin. Right. 

Senator Matone. We were treated exactly like the Malayan States 
until our people got tired of it, and one day the so-called tea party 
broke up the act. Isn’t that right? 

Mr. Martin. That is right. 

Senator Matone. The tea tax did not cause it, but it was the last 
insult that broke the camel’s back. 

Mr. Martin. You are probably right. 

Senator Martone. It had been bail ing up. 

We were the first Nation to break away from the colonial system. 

Mr. Martin. We were certainly one of the first. 

Senator Martone. Well, was it not the well-disciplined colonial 
system that kept an armed peace until World War I and you might 
say up until World War IT? 

Mr. Marttn. Colonialism was a factor. 

Senator Matone. What else was a factor? 

Mr. Martrn. I think the whole currents of world trade. I do not 
think just colonialism. 

Senator Matone. Do you not think the world trade was directed 
largely through that colonial system ? 

Mr. Martin. A large part of it but not all of it. 

Senator Matone. Do you remember the history—when Spain lost 
South America? 

They lost their South American colonies; did they not? They had 
practically every nation in South America under their control except 
Brazil; did they not? 

Mr. Martin. Right. 

Senator Matone. I have been in every nation in South America. 
And most of the nations have a statue of a fellow named Bolivar. 
Ever hear of him? 

Mr. Martin. Simon Bolivar. 

Senator Matoner. That is right; and he rode a horse all over South 
America arousing them against Spain. He is always on a horse, that 
statue, 
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Mr. Martrn. Yes. 

Senator Martone. And they worship him; do they not? 

Mr. Martin. Right. 

Senator Matone. Because he freed them from Spain, that is what 
they say. He is their George Washington; is he not? 

Mr. Martin. He isa great national hero. 

Senator Martone. All right. 

In Spain, why, Spain, since they lost South America, has no power 
atall;dothey? Is that not right? 

Mr. Martrn. I would not go that far. 

Senator Martone. Have you been in Spain? 

Mr. Martin. Unfortunately I have not been in Spain. 

Senator Matong. I have. It is a terribly poor, proud little nation. 
It does not have anything. When it lost its colonies, it was deader 
than Julius Caesar, and, of course, neither England nor France have 
any more power than Spain now because they have lost their colonies. 
They are still making a pretense to hold nations in Africa with mate- 
rial and money we furnished them. France is using our money, and 
the munitions we send there under a great clamor that we are saving 
the world, to kill those colored people by the thousands in North and 
French West Africa; is that not right ? 

Mr. Martin. I do not 

Senator Maron. Do you not read the papers? 

Mr. Martrn. I read the papers. 

Senator Matonr. Do you not read about it ? 

Mr. Martin. I read about it. 

Senator Matonr. Where do you think they are getting munitions 
and money to carry on the fight in these colonial possessions ? 

Mr. Martrn. I do not know. 

Senator Martone. I am simply telling you this because you are talk- 
ing about stabilizations. It was stabilized under a colonial system— 
the Far East, the Middle East, Africa, all divided between about 4 
or 5 a And Spain in South America at one time. Is that not 
right 

om Martin. I will agree with you that things are not stable. 

Senator Martone. Will you agree with me that they were stable; 
whatever stabilizing effect they had was under a colonial system for 
several hundred years? 

Mr. Martin. There was some stability under that system; yes. 

Senator Matone. That is right. 

Now, Africa was simply divided among 3 or 4 nations; was it not? 

Mr. Martin. Right. 

Senator Martone. South Africa belonged to the Dutch. The Brit- 
ish took it away from the Dutch. They fought each other, fought over 
an area that did not belong to either one of them, of course. 

I took occasion to visit every nation in Africa, which is a tedious 
thing, starting in Egypt, Cairo, went up the Nile, stopped at each 
of the nations—Khartoum where the English had their headquarters. 
Khartoum; is that it? 

Mr. Martin. Khartoum. 

Senator Matone. Khartoum. You are right. Talked to the Brit- 
ish governor there. He was not expecting to see a Senator, I know, 
and especially one like me that was not favorable to the colonial sys- 
tems, but just trying to find out what was going on. 
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I continued through the Lake Victoria country into Johannesburg, 
the Cape, and back through the Belgian Congo, the Gold Coast, the 
Ivory Geni: French West Africa, and Morocco into Portugal. 

Mr. Martin. Ienvy you the trip. It must have been very interest- 
ing. 

Senator Matone. It was interesting; however, I did not make the 
trip for social purposes. I made the trip to see and judge the indus- 
trial development and possibilities. It is not easy since the people do 
not talk your language. 

But back to your idea of waiting for more stabilization before going 
on the gold standard; it was stable under the 4 or 5 Kuropean Colonial 
nations, France, England, Spain and Belgium—there is a Belgian 
Congo you know. Africa was very stable for many, many genera- 
tions under the Colonial-minded European nations. Do you think we 
should return to the colonial system for stability? At the moment 
the colonial system is dead. 

Mr. Martin. No. I hope we will never go back to the colonial 
system. 

Senator Matone. Well, you must know that those little nations, 
many of them, cannot make’a living and exist if they were free. 

Mr. Martin. It is going to be difficult for them. 

Senator Matone. It is not only going to be difficult, but impossible. 
If we make our system work the influence of Russia on us in greatly 
exaggerated. It is vastly overrated. My personal opinion is that if 
all these American citizens who take the fifth amendment or refuse 
to take the oath of allegiance to this country should be kept off the 
Federal, State, municipal, or school payroll, we would be in little 
danger. If they can actually be disloyal without violating any law 
of the United States of America that is their business, but they should 
not be on a public payroll. 

But that is where the influence of Russia is felt, if they have any, 
through disloyal people in the public service. 

Mr. Martin. I think that is one of the places. 

Senator Matone. Of course it is, and we are just gutless wonders 
letting them do it. In almost every other nation they chop their 
heads off or put them in jail and throw the key away. 

This country may wake up quicker than you think. 

Now, then, if the influence of Russia that you mention could be 
minimized, do you see any reason why the people of the United States 
within the borders should not own and buy and sell gold? You say 
it is a commodity. We have minimized the value of gold in trade. 
Our Government since 1933 will not pay it to a national, a citizen of 
our country, so why should they not establish a market for it in 
this country ¢ 

Mr. Martin. Well, I think the present market is a little different 
operation, but I see no reason, aside from the international reason—I 
am only giving you my 

Senator Matone. That is only Russia you are talking about, Rus- 
sian influence ? 

Mr. Martin. Russia and there may be others; it is Russia and her 
satellites. It is the division of the world. 

Senator Matone. Are you now confining it to the Russian satellites? 

Mr. Martin. Well, I do not want to confine it to anybody. I would 
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— unstable area in the world is a source of pull, perhaps, on 
old. 
Senator Matong. How are you going to stabilize everything in the 
world? You have England now as helpless as a babe in arms. For 
300 years they lived on a colonial system, and it is gone and they have 
twice as many people there as can ever eat regularly again unless they 
can become the production center and sell to us with their cheap labor 
under the free trade fostered at Geneva. Our high wage standard of 
living was developed under article 1, section 8 of the Constitution, 
with Congress adjusting the duty to take the profit out of sweat- 
shop labor at the water’s edge. 

Mr. Martin. I do not think you and I are in disagreement on this 
matter of redeemability. It is just a question of judgment as to when 
exactly. 

Senator Martone. What hasto happen? We are the strong Nation, 
the Nation is a stable nation, or was before we started giving every- 
thing we have which includes markets and cash and gold to foreign 
nations. It can easily be made stable again if we stabilize our cur- 
rency, quit giving our gold away, and let the 1934 Trade Agreements 
Act expire next year. I think Congress is about to take over its 
constitutional responsibilities again. I only have one vote, but it 
will be cast that way. There are 435 Members of the House. I think 
the people are going to instruct them to get back on the job. 

Weare the most stable nation in the world; are we not? 

Mr. Martyn. I hope we are. 

Senator Matone. Well, if we are not, it is our own fault, is it not, 
through distributing our wealth to foreign nations? 

Mr. Martin. That is right. 

Senator Matone. Then are we not the ones to take the lead in any 
stabilization of currency ? 

Mr. Martin. I think we are. And I think the only difference that 
we have is this matter of judgment as to whether now is the time. 
You have traveled very extensively in Africa and pointed out very 
clearly—I wish I could have taken that trip—the ferment and change 
that is going on in that great continent. 

Senator Matone. That is only my judgment, you know. I was 
trying to tell you what they thought of the price of gold. 

Even in J: aenbore they wanted a free market for gold, but they 
were also very certain that they wanted us to continue to guarantee 
$35 for it. 

Mr. Martin. That is right. 

Senator Matonr. They were very friendly, and on further question- 
ing they were not sure it would require very much additional gold to 
satisfy the market above $35 per ounce. 
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They thought the price might come back very close to the $35 per 
ounce if a free market were to be established. Speaking of chromite, 
I could have gotten a concession to produce manganese and chromite 
in South Africa. Their wages are about one-tenth or one-fifteenth of 
American wages, and with this virtually free trade we have now 
through the Geneva operations, the American market for chromite, 
manganese, zinc, lead, and tungsten is furnished by foreign low-cost 
labor. That is what is the matter with the domestic market, imports 
from cheap labor countries ? 

Mr. Martin. Well, I would not say that imports are what is neces- 
sarily wrong with our market. 

Senator Matonr. What is wrong with it? 

Mr. Martin. I think you have to have efficient production and you 
have to have, you have to deal in the price mechanism. I do not think 
we can fix prices the world over. I believe this country can produce 
more efficiently and effectively and meet competition. 

Senator Matone. You do? 

Mr. Martin. I do. 

Senator Martone. My friend, I know you are not going to study this 
lesson, but I am going to give you one. 

Mr. Martin. I appreciate it. Iam glad to have it. 

Senator Martone. And that is when this American capital, $44.5 
billion, that has gone into foreign nations, promoted by our own De- 
partment of Commerce and the four organizations financed largely 

y American taxpayers go abroad with our machinery and know-how, 
then the American working men and investors have no chance to com- 
pete. 

Mr. Martin. We would be glad to put in the record a table we have 
on this investment capital if you would like to have it. 

Senator Maton. I already asked for that and you have agreed to 
do that. That is right; is it not? 

Mr. Marcer. Not that particular one, but we will be glad to do 
that, Senator. 

Senator Maroner. I asked for the American investments abroad and 
understand that they were about $44.5 billion. 

Mr. Martin. A little bit more than that. I did not understand 
you to ask for that, but it gets up to nearly $50 billion. 

Senator Maronr. Let us clarify it now so there is no question 
about it. 

Mr. Martin. Fine. 

Senator Matone. That is what the committee needs. 

Mr. Martin. That is right. We will be glad to put it in. 

Senator Martone. Total amount and by country. 

Mr. Martin. Right. 

Senator Martone. That is to say, all investments, whether private 
or Federal investment, and designate it in each case. 
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(The information requested is as follows:) 


United States investment abroad, by area 
A. INTERNATIONAL INVESTMENT POSITION OF THE UNITED STATES 


{In millions of dollars] 



































End of year I 
1952 1953 1954 1955 1956 ! 
I. Private investments: 

INI ee hs newman 4, 071 4, 207 4, 843 5, 360 6, 103 
Western European dependencies-........... 507 647 647 681 874 
SO CO Bic od opcinanctippwancince focus 14 14 15 14 29 
CU Bh did tin obhitindbamtasndcliddedee 8, 331 8, 771 9, 739 10, 625 12, 070 

Latin American Republics..............-.-- 7, 018 7, 051 7, 698 8, 282 9, 306 Il 
Other foreign countries__..................-- 2, 487 2, 732 3, 143 3, 616 4,175 
International institutions_................- 401 425 504 476 420 
PO occtnnn ddd dbl Aid bli bide bd doh 22, 829 23, 847 26, 589 29, 054 32, 977 
II. U. 8. Government credits and claims: Va ep aed bt ee xy 
NG oo wt acimntindannnene 8, 839 9, 767 9, 564 9, 592 9, 625 
Western European dependencies_-_.-.__._.- 60 63 35 30 21 
Other Europe-____--..-- didihuinaih bleh weiinieticled 329 320 316 304 298 
C6 own aap eats dnanowenn oe ie 15 19 15 7 3 

Latin American Republics............----- 586 930 960 1, 010 1, 104 UI 
Other foreign countries_................----- 1, 147 1,175 1, 285 1, 507 1, 958 
International institutions. _..............-- 3, 448 3, 446 3, 445 3, 443 3, 476 
a ae 14, 424 15, 720 15, 620 15, 893 16, 485 

III. Total private and Government: ee 

ee Laas tas aneoe 12, 910 13, 974 14, 407 14, 952 15, 728 
Western European eae, ia 5b he 567 710 682 711 895 
Re . cwennes oe 343 334 331 318 327 
at Beet tS i cowed awciecwecnvex 8, 346 8, 790 9, 754 10, 632 12, 073 

Latin American a aches 7, 604 7, 981 8, 658 9, 292 10, 410 aie 

Other foreign countries........--..-- side's tes . 3, 634 3, 907 4, 428 5, 123 6, 133 1 

International institutions. -..........-.-.-- 3, 849 3, 871 3, 949 3, 919 3, 896 * 

Ee dak cncdthneddwbiteled canitinuwdduban 37, 253 39, 567 42, 209 44, 947 49, 462 sg 

1 Preliminary. 
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United States investment abroad, by area—Continued 
B. NET OUTFLOW (—) OF UNITED STATES CAPITAL 





I. Private investments: 
Western Europe-_ 
Western European dependencies. 
Other Europe 


Latin American Republics. 
Other foreign countries 
International institutions 








II. U.S. Government credits and claims: 
Western Europe 
Western European dependencies. 
Other Europe 


Latin American Republics 
Other foreign countries___......-- 
International institutions --._-...-- 











III. Total private and Government: 

Western Europe 

Western European dependencies. —20 
Other Europe 3 
> —431 
Latin American Republics —483 
Other foreign countries..........- —296 
International institutions_-------) —125 








1 Preliminary. 
2 Less than $500,000. 


Source: U. 8. Department of Commerce, Survey of Current Business. 


Senator Matons. Now, what kind of machinery and workers do you 
think these American companies use in these foreign countries? Do 
ou think we and our efficiency here with our $17, $18, and $19 a day 
abor in mining zinc and lead and tungsten and about 15 other metals, 
do you think our great eflicianey WwW ould compete with the $2 labor, 50- 
cents-a-day labor, and $2.50 labor with our machinery and know-how ? 

You said that, did you not? 

Mr. Martin. I think over a period of years it is surprising how—— 

Senator Martone. I am glad to get your point of view. You assume 
they are not efficient I suppose. 

Well, you are just two decades late. In every one of these countries 
that I inspected, beginning in 1947 in Europe and ending last year, I 
think, 1956 in Ireland. In 1955 I was in Russia, in the Lron Curtain 
countries 2 months and a half, traveled 14,000 miles in Russia. I 
thought I had to see our star boarders first, and then I just went in and 
finished the job behind the so-called Iron Curtain. They-would not 
let our Ambassador leave Moscow. We have destroyed our ambassa- 
dors by putting them on civil service. They do not dare cross a dic- 
tator of a country or they may get sent home, and that is a black 
mark and they do not get promoted to another grade in pay. 


93633—57—pt. 3———_18 
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We are back on this reason why we cannot own gold in this country 
until we stabilize all these countries again. How many of them do you 
think have to be stabilized ? 

Mr. Martin. I do not think it is very many on that. 

Senator Martone. How many? 

Mr. Martin. Why, I should say 8 or 10. 

Senator Martone. Who are they? 

Mr. Martin. Well, I would say France, Germany, Britain, Italy, 
the Far East. 

Senator Matone. Far East, they do not even have an economic sys- 
tem or a standard of living there; did you know that? They do not 
know what you are talking about. 

Is that what you are talking about? 

Mr. Martin. Well, I think that is part of the problem today, as long 
as you have the East and the West, the division between the East and 
the West. Have you traveled in the Far East, Senator ? 

Senator Matone. Yes throughout China, Malayan States, and other 
nations. I went through the oil plant at Abadan, Iran, in 1947 with 
a fine-toothed comb. They were training Iranians in a school there 
for jobs in the plant. About 350,000 Iranians were profiting by that 
oil operation of the British. The British were paying 18 to 20 cents 
a barrel royalty and we were paying 50 or 60 cents just across the 
line. Everybody knew the British were going to get run out of Iran. 
It was a question of time. So when it happened we paid the bill and 
gave it back to them. 

I inspected all of the oil areas in the Middle East. I stopped with 
King Ibn Saud for a while. The old king. 

Mr. Martin. Can I ask you a question on this because I am in- 
terested ? 

Senator Matonr. Yes. 

Mr. Martin. Do you think there is less likelihood in the foreseeable 
future of these being a world war? I do think we pretty well put that 
back of us. 

Senator Martone. No. We are moving toward a world war only 
because we insist upon controlling areas as near to Russia as Cuba is to 
the United States. If we had the gumption to make our system 
work, which we are not doing at the moment—and simply retain the 
lead in bombs and ability to deliver them—we would not have a 
war in 50 years. We are destroying our currency through inflation, 
the route of every unstable nation in the world. Germany went that 
way until it required a wheelbarrow full of money to buy a pair of 
ham and eggs, so they pay their debts with worthless money, then took 
a new start. That is the way we are now headed, and I think you 
know it, unless we reestablish a sound basis for our money. 

Do you know any way out except to reestablish the gold or metal 
standard so that when you exchange money with a nation you receive 
paper or credit representing the same number of grains of gold or 
ounces of silver that our money represents. 

You know that was a factor a long time; do you not ? 

Mr. Martin. Right. 

Senator Martone. Do you not have to reach that status again in 
order to have fair dealing ? 

Mr. Martin. No. I think the important thing is to not have infla- 
tion, which you and I are both against equally. 
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Senator Matone. How are you going to prevent it unless by return- 
ing to the gold or metal standard ? 

Mr. Martin. Well, you are going to prevent it, as I have been saying 
in these hearings, by reducing your spending and i increasing your sav- 
ing and getting a better balance in your general activity than we have 
had; and I think that the last few years we have been making a good bit 
of progress; but you and I are not in disagreement on this redeem- 
ability of gold. It is merely a matter of judgment as to whether in the 
foreseeable future—and you have craved 5 much more widely than I 
have—— 

Senator Martone. This is your business. If you were talking engi- 
neering and we were discussing foundations, dams, or electric power, 
then I would take over. 

But I have been in all of these foreign nations—I have seen them 
manipulate the price of their currency for trade advantage. So when 
I hear men like you talk, I can try to evaluate it. 

Mr. Martin. Right. I was just making the point that I would hope 
that we can have ultimate redeemability of gold, but I do not think 
it is likely in the foreseeable future, and I do not think we should run 
the risk—that is just a matter of judgment—of returning to it imme- 
diately as long as the war clouds that you foresee are as 

Senator Martone. I do not foresee it if we have to settle all of the 
problems of the world first. ‘There has always been a war in Europe 
and Asia. Many of these nations have never had an economic system 
or a standard of living. There will be no war as long as we are able 
to win any time it starts. That is the effective preventive, not dis- 
tributing the taxpayers’ money all over the world and weakening our 
own economic structure. 

Mr. Martin. Right. 

Senator Martone. If we keep dividing tax money and the nations 
of the world, we are asking for an economic slump and in that event 
the foreign nations win without a war. 

Mr. Martin. I am not unduly optimistic about the possibilities of 
peace in the world at the moment. 

Senator Maton. Peace? Let us talk about our economic system. 
If you make our system work, you do not have to buy anybody. They 
will all be with you. But if our economic system does not work— 
and at the moment I think you will agree with me it is not working 
too well—then no one will be with you. 

Mr. Martin. It is not working as well as it should, but I am a bit 
more optimistic about it than you are, Senator. 

Senator Martone. Well, if you keep up 3 percent per year, then any 
savings will decrease in value as they have the past 24 years. How 
much was the inflation last year ? 

Mr. Marttn. It was over 3 percent. 

Senator Martone. All right. How much was it the year before? 

Mr. Martin. It was not quite that much. 

Senator Martone. How much was it beginning in 1933 until 1957? 
It is admitted to be 53 percent. Could you prepare a table for the 
record ? 

Mr. Martin. I can get you a table on that, yes, for the record, but 
- and I are both opposed to inflation, and I want to do every thing 

can. 
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(The information requested is as follows :) 


The Consumer Price Index of the Bureau of Labor Statistics for January 1933 
was 55.1 percent of the 1947-49 average; in July 1957, the index was 120.8. This 
is an increase of 119 percent. It might be mentioned, however, that the CPI at 
the beginning of 1933 was down 24.6 percent from January 1930 and was at its 
lowest level since July 1917. 

The BLS index of wholesale prices for all commodities other than farm 
products and foods was 48.1 in January 1933; in July 1957, it was 125.6. The 
rise in these prices amounts to 161 percent. In early 1933, of course, wholesale 
prices were also at very depressed levels. 

The increase in average consumer prices from July 1956 to July 1957 was 3.2 
percent; in the preceding year it was 2.0 percent. Average prices of all whole- 
sale commodities rose 3.6 percent from mid-1956 to mid-1957, as compared 
with 3.2 percent from mid-1955 to mid-1956. Excluding farm products and 
foods, the rise in wholesale prices was 3.5 percent from July 1956 to July 1957; 
in the preceding year these prices increased 4.2 percent. (See accompanying 
table.) 


Consumer and wholesale prices, July 1955, 1956, and 1957 
[1947-49= 100] 


Wholesale Wholesale 

Consumer | Price Index, | Price Index, 
July of each year Price Index, | all commod-| other than 
all items ities farm prod- 

ucts and food 





116. 5 





a  cesecacuamdunncsacitesios<c 
Source: Bureau of Labor Statistics. 


Senator Matong. I think you are doing as good a job, and I think 
the fine Secretary of the Treasury, Mr. Humphrey, did a wonderful 
job of keeping that bunch of boxes—they are so high now nobody can 
see the top of them—balanced. That is all he did while he was in 
there, he did not cure anything; and you are never going to cure any- 
thing until you again create a sound basis for our money system— 
when you exchange our money with England, France, or the Argentine, 
and the paper or the promise to pay represents the same number of 
grains of gold or ounces of silver that you give them, then you are 
making progress. 

Do you agree that you will never stop inflation or slow it up sub- 
stantially until you do that? 

Mr. Martin. I am more optimistic about getting there than you 
are. 

Senator Matone. I think you could do it right away if Congress had 
not given away all our gold through foreign dollar balances built up 
by gifts of taxpayers’ money. I certainly do not have to explain that 
to you. We started with the $3.75 billion American money, to Eng- 
land in 1946, did we not, then continued with the real giveaway plans? 

Mr. Martin. That was the British loan. 

Senator Matone. And you could take that money and build up 
dollar balances with it. 

Mr. Martin. Well, they bought goods with it. 
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Senator Matone. I did not ask that. 

Mr. Martin. Well, they could have bought gold with it, but they 
would have used the gold to buy goods. 

Senator Martone. Well, now, England has $1,175 million piled 
up in dollar balances, which you would pay them tomorrow if they 
presented it; would you not? 

Mr. Martin. That is right. 

Senator Martone. How did they get it? 

Mr. Martin. Well, they got a lot of it by trade. 

Senator Matonz. Did they ? 

Mr. Martin. Yes, sir. 

Senator Matonr. How much money do you suppose we have given 
them since World War II? 

Mr. Martin. It is a very sizable amount. 

Senator Martone. Much more than that—several billion dollars, 
is it not? 

Mr. Martin. Yes, it is more than that. 

Senator Martone. The State Department says we have $15 billion 
worth of trade. We always had 4 or 5 percent of our exportable 
goods exported over the years. Today we have exported a less per- 
centage of our exportable goods than we did when the 1934 trade 
agreement was passed. Goods that are paid for, not goods you give 
away. This silly stuff that we are manufacturing like tanks and 
sending over there for foot soldiers, nobody is going to use in a third 
world war. However, we are afraid to quit manufacturing it because 
of unemployment there. 

But if you deduct—and this Senate Report 1627, 83d Congress, 
did that for you—deduct the amount of goods that we give them, and 
deduct the money and subsidies we give the foreign nations, we are 
now exporting a less percent of exportable goods than we were in 
1934 when you passed the act. 

Mr. Martin. I will be glad to check it, Senator. 

Senator Martone. The Assistant Secretary of State was testifying 
on the sugar bill extension, how much surplus we were allotting Cuba, 
how much we are going to give Peru, how much to other nations. 
I would have liked to see Cuba’s allocation slightly reduced in favor 
of other nations. 

During that cross-examination of the Assistant Secretary, I asked 
him, for example, why the State Department was so adamant that we 
keep such a large percentage of this surplus sugar coming from Cuba. 
He said because Cuba buys our wheat. I said that is very inter- 
esting. What price do we get for the wheat? Do we get our sup- 
port price for it or the world price? There was some hesitation, 
not much. He said they pay the world price for it. I said, when we 
buy their sugar, do we pay the support price for the sugar or the 
world price, where they sell the rest of their sugar and make money. 
Considerable hesitation. He said we pay the support price for the 
sugar. I figured right at that moment, and the record will show—that 
every hundred pounds of wheat that we sent to Cuba costs our tax- 
payers $1.35. 

Did you ever hear of that? 

Mr. Martin. No; I did not. 

Senator Matonr. You are talking about trade in very learned terms 
tome. I was in the engineering business 30 yefrs before I came here, 
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and I do understand those terms, and I know how to separate the 
wheat from the chaff. We are faking it to our taxpayers. We are 
buying our foreign trade—subsidizing our exports. Secretary Ben- 
son said that when we peddle our surplus grain at or below world 
prices the nations which had been furnishing these foreign markets 
write us off their list. 

Now, you say, and I want to get this clear, you are for going back 
on the gold standard at some uncertain future time when everything 
irons out and it is all peaceful and nice in the world and there is no 
danger of a war, although there has never been such a period except 
by force through the colonial system. 

Mr. Martin. We are on a modified gold standard now, and I see 
no reason 

Senator Martone. What is a modified gold standard? Keep that 
out a minute and answer my first question. You are in favor of going 
on a gold standard, not modified or anything, when the millennium 
arrives; is that what you said ? 

Mr. Martin. Ultimately; yes. 

Senator Martone. And that has nothing to do with 1 year, 2 years, 
or 5, or 10, or 50? 

Mr. Martin. That is right. 

Senator Martone. In the meantime, you are for what? 

Mr. Martin. In the meantime I think we are doing very well on 
our present understanding that gold is the base of our currency. We 
use it for all of our international transactions. We purchase it freely 
at $35 an ounce, and we permit it to go into jewelry and for legitimate 
use by artisans through licenses by the Treasury. 

Senator Martone. And you pay give the foreign nations cash to 
build up dollar balances. Then any dollar balance held by a nation 
can without question be converted to gold by presenting them here. 

You have already testified that the nationals of these nations who 
hold dollar balances can with little trouble convert their dollar 
balances into the nation’s dollar balances, central banks, or whatever 
they use for the purpose. Then such dollar balances submitted by 
such foreign nations would be honored in gold. You could refuse the 
payment in gold, I suppose, or could you? 

Mr. Martin. Well, we could. I would hope we would not. 

Senator Matone. What would be the effect, in your opinion, if we 
suddenly refused to honor these dollar balances in gold? 

Mr. Martin. I think it would be most unfortunate and might pre- 
cipitate a panic. 

Senator Martone. Well, this next panic will probably make the last 
one look like a colt? 

Mr. Martin. It may very well. 

Senator Matonr. I believe that such refusal to pay in gold could 
very well precipitate a panic, if we suddenly refuse to honor these 
dollar balances. 

Mr. Martin. I do not see any reason why we would not. 

Senator Matone. If we did not pay in gold? 

Mr. Martin. If we did not. 

Senator Martone. That was a question? 

Mr. Martin. In my judgment. 

Senator Martone. Well, your judgment is what I want. This is your 
field and your judgment is important. 
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I think if a man becomes an authority in one field, like an engineer, 
or a lawyer, he is pretty lucky. 

Mr. Martin. Right. 

Senator Martone. And in private practice, you only have to do that 
a couple of times and the sign comes down off the door because you 
cannot pay the rent. So we learn better. 

Working for the Government, very few people learn that important 
lesson. They think when elected or appointed they suddenly know 
everything, and it works as long as Congress picks up the check. 

Now, it is a fact that pretty near any fool system works as long as 
somebody picks up the check? 

Mr. Martin. That is right. 

Senator Martone. Who has been picking up the check interna- 
tionally for the last, say, since the beginning of World War I? What 
nation has been picking up this check in exchanges and trade and 
various other ways? 

Mr. Martin. I think the United States has been. 

Senator Martone. That is one of the things that is the matter with 
our debt; is it not? 

Mr. Martin. That is one of the problems. 

Senator Matonr. How long do you think we can continue to do 
that ? 

Mr. Martin. I think we have got to watch our step very carefully all 
of the time. 

Senator Matone. Well; are we? 

Mr. Martin. I believe we are making progress. 

Senator Martone. I am about to give you a little information on 
that. 

Mr. Martin. We would like to get it. 

Senator Matone. There is a bill in here now that I do not myself 
think will work. I have told the Secretary of the Interior that it will 
not work. 

It is the lead-zine bill—the American mines are closed or closing. 
The workingmen are on the street. You know that; do you not? 

Mr. Martin. Yes. 

Senator Martone. So the Secretary presented this long-range min- 
eral plan that the administration talked about for 2 or 3 years. The 
Secretary of the Interior presented it to the Senate Interior and In- 
sular Affairs Committee, of which I am a member, the ranking Repub- 
lican member, as a matter of fact. I listened to the Secretary saying 
that they had figured out 17 cents for zine and 14 for lead ang that 
when the price went below those amounts that 1, 2, or 3 cents a pound 
tariff would be added—and would go off when the price went above 
that amount. We have been all through that on copper. And there 
is one advantage being older than anybody else—there are not very 
many. But one of them is you have seen all these theorists come and 
go and they do not worry you very much. They make their cycle 
and disappear completely. 

So when the Secretary got through, I said, does the White House 
agree with this? He said they do. I said, Mr. Secretary, I am for 
you. It will not work, but the reason I am for you, you are the first 
man in 24 years who has broken through the “sound barrier” at the 
White House and got them to admit that there must be a tariff or a 
duty to make up the difference in the wages and costs of doing business, 
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including taxes, here and in the chief competing countries on each 
product. 

As long then as they have admitted principle, I am going with you, 
because once you admit the principle, then it is only a question of who 
should do the job and the latitude they should have. 

Would you say that? 

Mr. Martin. I think so. 

Senator Matone. All Congress needs to do is to sit still on those 
soft cushions and not extend the 1934 Trade Agreements Act when it 
expires in June of 1958 and the American workingmen and investors 
are back in business. ‘The 1930 Tariff Act must be amended then to 
give the Tariff Commission the necessary latitude to adjust the flexible 
import fee to take the profit out of the sweatshop wages at the waters 


edge. 

Then do you understand that if you had never interfered with the 
flexible tariff adjustment in 1934, and had not cheapened the dollar 
53 percent, lowering to that extent the fixed duties or tariffs you would 
not need the adjustment now ? 

Mr. Martrn. I follow you. 

Senator Matone. I believe it is nearer 65 percent that the dollar 
has been cheapened when you consider the entire market range, never- 
theless if you can keep people believing it is only 53 percent, that is 
bad enough. 

In any case what you did was to cut the tariffs a little more than half, 
any fixed tariff; did you not? 

Mr. Martin. I assume you are right. 

Senator Matone. All right. 

All we need in Washington—it might not be all we need but it is 
the first thing we need—is a little common horse sense. And as far 
as I am concerned, I have found very little of it here in the 11 years 
I have been in the Senate, and I am sorry. 

I want to get your idea of the gold standard straight in the record. 
You believe we ought to go back to a gold standard just as soon as it is 
possible, but you do not say whether it is to be 1 or 50 years? 

Mr. Martin. That is correct. 

Senator Martone. You believe 5 or 6 of the principal nations of 
Europe must be stabilized and getting back on a profitable basis before 
it can be done ? 

Mr. Martin. That is right. 

Senator Matone. Of course, that statement alone makes returning 
to a sane money policy impossible for a century of time, because these 
nations are gone economically. They lived for 300 years on a colonial 
ae nape They have lost their colonies. The radio and air- 
plane killed the colonial system. 

We are now furnishing the money and military equipment to kill 
the people in the colonial systems to subdue them. The greatest harm 
done to this country was that somebody told us that there were definite 
answers to all economic problems. If we had any gumption at all, 
_ would know that there are no definite answers to all economic prob- 
ems. 

You do not think we ought to have a free market for gold ? 

Mr. Martin. Not at the present. 

Senator Matong. Where do you think the price of gold would go if 
you had a free market tomorrow? Just leave the law of supply and 





FINANCIAL CONDITION OF THE UNITED STATES 1491 


demand alone so the Government would buy it at $35 if they brought 
it in; if they did not, they could sell or trade it to anybody. 

Mr. Martin. I do not Laat: Senator. 

Senator Martone. Would it go above or below $35? 

Mr. Martin. It is a pure guess. 

Senator Matong. In this country I am talking about now. 

Mr. Martrn. In this country, I think it would probably go below, 
but I do not—— 

Senator Martone. What makes you think it would go below? 

Mr. Martin. Just guesswork. 

Senator Matone. Well, I am going to give you a little more infor- 
mation so that you can use it for guessing purposes. 

Mr. Martin. Fine. 

Senator Matone. There is only one mine in the United States of 
any consequence that can profitably produce gold, and it is threatened 
with a shutdown; now the mine is in North Dakota, the Homestead. 

Mr. Martin. Homestead. 

Senator Matonr. That isright. Every other mine has closed down 
unless they have a byproduct. The gold being produced now, you 
will find, 1s a byproduct of copper or some other metal that they are 
selling which helps in the price of that metal. They are not in the 

old-mining business at all except the Homestead. You have shut 
them all down through inflation. The Government made it illegal 
to run a gold mine during World War II. Executive Order L-12, 
shut down all the gold mines on the theory that the people who 
are working in the mines would go to defense work. Of course, they 
never saw a gold miner. You know that, do you not? 

Mr. Martin. That is right. 

Senator Martone. They did not get 10 men for defense work under 
the order but they shut the gold mines down, which was their objec- 
tive. When I say they, I do not know exactly who they are, do you? 

Mr. Martin. The gold miners, you mean ? 

Senator Matonr. No. I know who the gold miners are. I am 
acquainted with them. But who are the people who wanted us to 
g° off the gold standard and wanted us to quit mining gold? Do you 

now anything about that? 

Mr. Martin. No. 

Senator Matone. You have no way of finding out, no sources of 
information ? 

Mr. Martin. No. 

Senator Matone. You do know you cannot produce gold profitably 
now under the increased wages and the decreased purchasing power 
of the dollar at $35, do you not? 

Mr. Martin. I have not gone into the production costs. 

Senator Martone. If you are going to testify about gold, that the 
gold might decrease in this country if we had a free market, you ought 
to know something about the costs of mining, should you not? 

Mr. Martin. About the production costs? Well, I am just putting 
it on the basis of supply and demand. 

Senator Martone. Well, there is no demand until you are using it for 
money, is there ? 

Mr. Martin. Well, there issome demand for it by artisans. 

Senator Martone. You are selling that to them at $35? 

Mr. Martin. Right. 
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Senator Martone. But you think it might go below that price? 

Mr. Martin, I do. 

Senator Martone. Why? 

Mr. Martin. It is just my guess on supply and demand relations, 

Senator Martone. I was not talking about the world supply. I was 
talking about the United States situation having a free market. 

i Mr. Martin. I do not think you can isolate gold in the United 
tates. 

Senator Martone. You mean that if you let American citizens have 
it, we might sell it to foreigners surreptitiously. 

Mr. Martin. That is right. 

Senator Martone. Every other nation allows their citizens to have 
it? 

Mr. Martin. Not all nations. Some do. 

Senator Matonr. You could sell it in any nation if you could own 
it here? 

Mr. Martin. Well, we promised a table, I think, Senator, indicat- 
ing in which countries it was permitted to deal in gold. There are 
many countries which do not permit it. 

Senator Martone. Why do you think that they could control their 
nationals any more than you could control our own citizens? They 
would probably deal internationally regardless. Do you think for- 
eign nations could control their citizens better than we could our own? 

Mr. Marcer. Well, sir, we are not speaking now— are we speaking 
of a gold market, the existence of a gold market, or the convertibility 
of gold, the redemption of gold? 

enator Martone. You know exactly what we are talking about. 
Let the $35 per ounce law stand so that an American may sell an ounce 
of gold for $35, but they could also sell it to each other for any price 
offered. 

Mr. Marcer. You are speaking of a gold market. And your ques- 
tion is why can other countries tolerate a gold market ? 

Senator Martone. No, I did not ask that at all. The chairman just 
testified if we had a free market here among ourselves we could not 
keep our people from sending it out of the country; that is what you 
said, did you not? 

Mr. Martin. That is right. 

Senator Matonr. If we cannot keep our nationals from sending it 
toa man in South Africa, how is South Africa going to keep a national 
there from sending it to another nation ? 

Mr. Marcer. As a matter of fact, I do not think those export con- 
trols are effective in those countries. 

Senator Martone. Do you think there is quite a bit of it imported 
here then ? 

Mr. Marcer. Well, it would have to come to the Treasury. I have 
no information that it comes to private purchasers. 

Senator Martone. How do you know that it could not be smuggled 
into this country and never go to a bank? 

Mr. Marcet. I do not know that it could not. 

Senator Martone. Do you not think we could have a better system 
than any other nation that you know about? 

Mr. Marcer. You mean in terms of controls? 

Senator Martone. Yes. You could control it from being shipped 
internationally if any other nation could do it. 
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Mr. Maraer. I suspect we do, as a matter of fact. 

Senator Matonr. Well, could not we, if we had a free market here 
so that Jim can sell it to John for any price per ounce that John 
wanted to pay—John might send some to his cousin in another nation— 
you are afraid that you could stop the transaction. But no other 
nation seems to be afraid of that procedure. 

Mr. Marcer. May I state what—this is not my own opinion but 
what I have heard—some of my friends say their position is on the 
gold market. They say this—now I am not saying whether it is 
right or not, but I think this is the argument that ought to be faced— 
they say if you start permitting a gold market, you have a situation 
in which a gold premium would emerge, not necessarily tomorrow 
but some other time. The price might go over $35 an ounce. 

Senator Martone. What would be the matter with that result ? 

Mr. Marcer. Then, they say, there would then be great pressure on 
the United States Government to keep that premium from rising, 
that is to say to keep the dollar price going from above $35 an ounce, 
so we would have to take the next step, namely, internal gold re- 
deemability. 

Senator Martone. You mean raise the price? 

Mr. Marcer. No. They say you would have to pass from the free 
gold market system, which is what we have been talking about, to 
the next, what they would regard as the inevitable step, the “gold 
standard” as you have been using the term, namely, internal gold 
redeemability. 

Senator Martone. What would be the matter with that procedure? 

Mr. Marcer. Well, the arguments are those which the chairman 
has stated from his own standpoint as to what the risks might be. 
If your question, Senator, is why does—why do the other countries 
tolerate—— 

Senator Matonzr. No. My question was not that at all. My ques- 
tion is: How is it that foreign countries can control the export and 
import of gold and allow their citizens to own it and buy and sell 
it where we cannot, according to the testimony of the chairman? 

Mr. Marcer. I think we do in effect right now control the export 
and import, under the existing restrictions. I do not know what de- 
gree of success we would have if we had a free market. 

What I was going to try to answer, Senator, was what I took to 
be your question, namely, how is it that other countries take the risks 
associated with permitting the existence of a free gold market. 

Senator Martone. How can they do it? How can they control the 
export of gold if we cannot? 

Mr. Marcer. I do not think they control the export of gold. I 
do not think any Government is—— 

Senator Martone. Do you think it injures their system ? 

Mr. Marcer. That was the point I was going to come to. 

The argument of those who do not want us to go to the gold mar- 
ket, because they think it would lead to internal gold redeemability, 
is this: That it does not make much difference, they say, whether a 
small country, even like Switzerland, does or does not see a premium 
develop in a free market on its currency, but the suggestion is that it 
does make a great deal of difference to the United States; and that 
therefore, the United States would be forced to take an action with 
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respect to a free market which these small countries are not neces- 
sarily forced to take. 

I am merely stating the argument, Senator. 

Senator Martone. You do not believe it yourself? 

Mr. Marcer. Well, it is a question of judgment, honestly. 

Senator Martone. What is your judgment, as long as we are talk- 


=— ou? 
r. Marcer. Honestly, I do not know the answer. 

Senator Martone. Well, I did not think you did. 

Now, all these other little nations are running wild in manipulating 
the price of their currency, are they not? They fix a price on their 
moneys in Bolivia; three times its value, for example. When I was 
there, a little nation, the Indians sitting out on the mesas herdin 
a few sheep or 6 or 7 llamas—they have nothing else in the world, 
nothing visible to live upon. So the government manipulates its 
currency value in terms of the dollar for trade advantage. 

When you got a dollar, if you are a trader there, the rule of the 
treasury or central bank was that you turned it in within 30 or 60 
days, under penalty, at the price set by that central bank. 

Mr. Marcer. Yes. 

Senator Matonsr. Do you know what it was in 1954 when I was 
there? Five hundred bolivianos is what you got for your little 
dollar. You know what the market price on the street for a dollar 
was? Seventeen hundred bolivianos. 

So they stole two-thirds of it in the first goaround, so profitable trade 
with them was out of the question. 

Mr. Marcer. Eventually, it went up to 14,000, Senator. 

Senator Martone. All right. You know exactly what I am talking 
about, and that is where the dollar is going one of these days if we 
just keep a managed currency long enough. 

Mr. Martin. We are trying to manage it so it will not go that far. 

Senator Mavone. I know that you will pass out of the picture one of 
these days, and be gone and forgotten, just like all Senators and 
Cabinet officials. 

But while we are temporarily in these positions, my opinion is it 
is necessary to leave a factual record. 

Then as long as these people refuse to do anything but take ad- 
vantage by fixing a fictitious price on their currency in terms of the 
dollar for trade advantages, you do not think we can go gack on the 
gold standard ? 

Mr. Martin. That is correct. 

Senator Martone. England manipulates the price of the pound. 
Nobody thinks it is worth $2.80 fora pound. It was only worth $2.60 
in the Hong Kong free market when they held it at $4.03. 

So as long as they do that, and they are going to do it forever until 
we stop honoring or tolerating it, you just do not think we can return 
to an honest currency in this country ? 

Mr. Martin. I think we are making a move toward honest cur- 
rency by managing. Now, we may abuse this management of the 
currency, as you rightly say, but I think we are managing our affairs 
pretty well. 

Senator Martone. I think you are doing a marvelous job under the 
conditions. But no human being can manage it except with continued 
inflation. You donot think you can stop inflation, do you? 
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Mr. Martin. I do. 

Senator Matonr. When do you think it is going to be stopped? 

Mr. Martin. I think before too long. 

Senator Matone. Would you set a date? 

Mr. Martin. No; I cannot set a date. 

Senator Matone. Is it 2 years or 5 or 10? 

Mr. Martin. I think we have got to stop it, and I think we will. 

Senator Matonr. How are you going to stop it? 

Mr. Martin. I think you are going to stop it by refusing to print 
money, which is where the root of it comes from. 

Senator Martone. Of course, you and I know that, but you have not 
refused. 

Mr. Martin. We have been doing the best we can. 

Senator Martone. Well, I will get to that pretty soon. 

I am going to ask you one of the $64,000 questions. The Secretary 
was very careful to keep out of your business. I did not think he 
should have, because I cent he should understand it, and I think 
he did, but that was his judgment, and I bowed to it, because I like 
him and I did not want to have any controversy with him. 

He was very frank, eventually, that he set the interest on Govern- 
ment bonds, that it was his responsibility. Of course, he made quite 
aspeech about it. Said he consulted a lot of people. 

ut in the last analysis, it was his sole judgment as to what interest 
they should carry so that they would sell. Is that true? 

Mr. Martin. That is correct. We consult with him, but it is his 
responsibility to set the coupon. 

enator Martone. After giving him all the best advice you can give 
him, and he has talked to everybody else he cares to, eventually he 
puts the finger on it, whether it is 5 or 6 percent or 2 percent, or what- 
ever it is, or 10? 

Mr. Martin. Unless he decides to do it at auction, that is, permit 
the market to set it without setting a coupon rate. 
; Senator Martone. Does he often do that? 

Mr. Marttn. He has done it increasingly in the last year or so, be- 
cause it has been very difficult 

Senator Matonr. What percentage of the bonds, of the $280 bil- 
lion, or thereabouts, have been sold under those conditions? 

Mr. Martin. Well, I would—about 10 percent. 

Senator Martone. There you are. You see, it does not amount to 
anything. 

Ninety percent of the time, he does fix the interest on issues coming 
up, after getting whatever advice he wants to get. If he did not want 
any advice, he still has authority to fix it, has he not ? 

_ Mr. Martin. He fixes it by making a judgment on what the market 
is. 

Senator Martone. And he does not have to take anybody’s advice, 
does he? 

Mr. Martin. No; he does not. 

Senator Matone. I will come to you. He finally did tell me that 

ou with your Board (seven men) determined how much money there 
is to be in circulation. Is that true? 

Mr. Martin. The money supply is in our—is one of our preroga- 
tives. 
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Senator Martone. Well, that “our” is used courteously, but it is 
really in your hands, is it not? 

Mr. Martin. That is right. We have the responsibility. 

Senator Martone. You are the Chairman? 

Mr. Martin. Well, the Chairman alone cannot do it. I am just 1 
man on a Board of 7. 

Senator Martone. How many Board members? 

Mr. Marrin. There are 7 Board members, and each of the—there 
are 12 Reserve banks and 24 branches. 

Senator Martone. Would you put a list of those banks in the record! 

Mr. Martin. I will. I will put a list of the banks and the directors 
of the banks. 

(The information referred to is as follows :) 


DIRECTORS OF FEDERAL RESERVE BANKS AND THEIR BRANCHES 


[A majority of the directors of a branch are appointed by the board of 
directors of the Federal Reserve bank and the remaining directors are 
appointed by the Board. Directors appointed by the Board are indicated 
by an asterisk] 


FrepERAL RESERVE BANK OF BOSTON 
Class A: 
Harold I. Chandler, president, The Keene National Bank, Keene, N. H. 
Oliver B. Ellsworth, president, Riverside Trust Co., Hartford, Conn. 
William D. Ireland, president, Second Bank-State Street Trust Co., Boston, 
Mass. 
Class B: 
Frederick 8S. Blackall, Jr., president and treasurer, the Taft-Peirce Manu- 
facturing Co., Woonsocket, R. I. 
Harry E. Umphrey, president, Aroostook Potato Growers, Inc., Presque Isle, 
Maine. 
Milton P. Higgins, president, Norton Co., Worcester, Mass. 
Class C: 
Robert C. Sprague (chairman), chairman and treasurer, Sprague Blectric 
Co., North Adams, Mass. 
Harvey P. Hood, president, H. P. Hood & Sons, Inc., Boston, Mass. 
James R. Killian, Jr., president (deputy chairman), Massachusetts Insti- 
tute of Technology, Cambridge, Mass. 


FEepERAL RESERVE BANK OF NEw YORK 


Class A: 
Ferd I. Collins, president and trust officer, Bound Brook Trust Co., Bound 
Brook, N. J. 


Howard C. Sheperd, chairman of the board, The First National City Bank 
of New York, New York, N. Y. 
Charles W. Bitzer, president, City Trust Co., Bridgeport, Conn. 
Class B: 
Augustus C. Long, chairman, The Texas Co., New York, N. Y. 
Clarence Francis, director, General Foods Corp., New York, N. Y. 
Lansing P. Shield, president, the Grand Union Co., East Paterson, N. J. 
Class C: 
Forrest F. Hill, vice president (deputy chairman), the Ford Foundation, 
New York, N. Y. 
Franz Schneider, consultant to Newmont Mining Corp., New York, N. Y. 
John E. Bierwirth, president (chairman), National Distillers & Chemical 
Corp., New York, N. Y. 
Buffalo branch : 
Vernon Alexander, president, National Bank of Geneva, Geneva, N. Y. 
Leland B. Bryan, president, First National Bank & Trust Co., Corning, N. Y. 
Charles H. Diefendorf, chairman of the executive committee, the Marine 
Trust Company of Western New York, Buffalo, N. Y. 
*Raymond BE. Olson, president, Taylor Instrument Cos., Rochester, N. Y. 
*Ralph F. Peo, chairman and president, Houdaille Industries, Inc., Buffalo, 
ms ke 
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John W. Remington, president, Lincoln Rochester Trust Co., Rochester, N. Y. 
*Clayton G. White (dairy farmer) (chairman), Stow, N. Y. 


FEDERAL RESERVE BANK OF PHILADELPHIA 
Class A: 
W. Elbridge Brown, president and trust officer, Clearfield Trust Co., Clear- 
field, Pa. 
Lindley S. Hurff, president and trust officer, the First National Bank of 
Milton, Milton, Pa. 
Geoffrey S. Smith, president, Girard Trust Corn Exchange Bank, Philadel- 
phia, Pa. 
Class B: 
Bayard L. England, president, Atlantic City Electric Co., Atlantic City, 
J 


N. J. 
Charles E. Oakes, president, Pennsylvania Power & Light Co., Allentown, Pa. 
R. Russell Pippin, treasurer, E. I. du Pont de Nemours & Co., Inc., Wilming- 
ton, Del. 
Class C: 
William J. Meinel (chairman), chairman of the board, Heintz Manufacturing 
Co., Philadelphia, Pa. 
Henderson Supplee, Jr., president (deputy chairman), the Atlantic Refining 
Co., Philadelphia, Pa. 
Lester V. Chandler, professor of economics, Princeton University, Princeton, 
N. J. 
FEDERAL RESERVE BANK OF CLEVELAND 
Class A: 
Edison Hobstetter, president and chairman of the board, the Pomeroy Na- 
tional Bank, Pomeroy, Ohio. 
King E. Fauver, director, the Savings Deposit Bank & Trust Co., Elyria, 
Ohio. 
John A. Byerly, president, Fidelity Trust Co., Pittsburgh, Pa. 
Class B: 
Joseph B. Hall, president, the Kroger Co., Cincinnati, Ohio. 
Charles Z. Hardwick, executive vice president, the Ohio Oil Co., Findlay, 
Ohio. 
George P. MacNichol, Jr., president, Libbey-Owens-Ford Glass Co., Toledo, 
Ohio. 
Class C: 
Frank J. Welch, dean, College of Agriculture and Home Economics, Univer- 
sity of Kentucky, Lexington, Ky. 
Arthur B. Van Buskirk (chairman), vice president and governor, T. Mellon 
& Sons, Pittsburgh, Pa. 
Joseph H. Thompson, president (deputy chairman), the M. A. Hanna Co., 
Cleveland, Ohio. 
Cincinnati branch: 
Roger Drackett, president, the Drackett Co., Cincinnati, Ohio. 
Bernard H. Geyer, president, the Second National Bank of Hamilton, Hamil- 
ton, Ohio. 
*Anthony Haswell, president (chairman), the Dayton Malleable Iron Co., 
Dayton, Ohio. 
*W. Bay Irvine, president, Marietta College, Marietta, Ohio. 
*Ivan Jett (farmer), Georgetown National Bank Building, Georgetown, Ky. 
Franklin A. McCracken, executive vice president and trust officer, the New- 
port National Bank, Newport, Ky. 
William A. Mitchell, president, the Central Trust Co., Cincinnati, Ohio. 
Pittsburgh branch: 
Frank C. Irvine, president, First National Bank in Tarentum, Tarentum, Pa. 
John H. Lucas, chairman of the board, Peoples First National Bank & Trust 
Co., Pittsburgh, Pa. 
*Douglas M. Moorhead (farmer), North East, Pa. 
*Ben Moreell, chairman of the board, Jones & Laughlin Steel Corp., Pitts- 
burgh, Pa. 
Sumner E. Nichols, president, Security-Peoples Trust Co., Erie, Pa. 
*John C. Warner, president (chairman), Carnegie Institute of Technology, 
Pittsburgh, Pa. 
Irving W. Wilson, president, Aluminum Company of America, Pittsburgh, Pa. 
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FEDERAL RESERVE BANK OF RICHMOND 


Class A: 
Daniel W. Bell, president and chairman of the board, American Security & 
Trust Co., Washington, D. C. 
ares a8 Healy, president, the Citizens National Bank of Hampton, Hamp- 
ton, Va. 
oe Robert Gage, president, the Commercial Bank, Chester, S. C. 
ass B: 
Robert O. Huffman, president, Drexel Furniture Co., Drexel, N. C. 
L. Vinton Hershey, president, Hagerstown Shoe Co., Hagerstown, Md. 
‘ aa A. L. Sibley, vice president and treasurer, Monarch Mills, Union, §S. C. 
lass C: 
D. W. Colvard, dean of agriculture, North Carolina State College of Agri- Ja 
culture and Engineering, Raleigh, N. C. 
John B. Woodward, Jr. (chairman), chairman of the board, Newport News 
Shipbuilding & Dry Dock Co., Newport News, Va. 
Alonzo G. Decker, Jr. (deputy chairman), executive vice president, the 
Black & Decker Manufacturing Co., Towson, Md. 
Baltimore branch: 
*Gordon M. Cairns, dean of agriculture, University of Maryland, College 
Park, Md. 
*William Purnell Hall (chairman), executive vice president, Maryland Ship- 
building & Drydock Co., Inc., Baltimore, Md. 
~— M. McElroy, executive vice president, First National Bank, Baltimore, 
d. 
Charles A. Piper, president, the Liberty Trust Co., Cumberland, Md. 
= W. Stout, president, the Parkersburg National Bank, Parkersburg, Na 
. Va. 
Stanley B. Trott, president, Maryland Trust Co., Baltimore, Md. 
*Clarence R. Zarfoss, vice president, Western Maryland Railway Co., Balti- 
more, Md. 
Charlotte branch: 
*William H. Grier (chairman), executive vice president, Rock Hill Printing 
& Finishing Co., Rock Hill, S. C. 
Charles D. Parker, president, First National Bank & Trust Co., Asheville, 
N. C. 
Ernest Patton, chairman of the board, the Peoples National Bank of Green- 
ville, Greenville, S. C. 
I. W. Stewart, president, the Commercial National Bank, Charlotte, N. C. 
*Paul T. Taylor, president, Taylor Warehouse Co., Winston-Salem, N. C. 
G. G. Watts, president, the Merchants & Planters National Bank, Gaffney, Nev 
8. C 


*T. Henry Wilson, president and treasurer, Henredon Furniture Industries, 
Inc., Morganton, N. C. 


FEDERAL RESERVE BANK OF ATLANTA 


Class A: 
W. C. Bowman, chairman of the board, the First National Bank of Mont- 
gomery, Montgomery, Ala. 
William C. Carter, chairman and president, Gulf National Bank, Gulfport, 
Miss. 
Roland L. Adams, president, Bank of York, York, Ala. 
Class B: 
Pollard Turman, president, J. M. Tull Metal & Supply Co., Inc., Atlanta, Ga. 
Donald Comer, chairman of the board, Avondale Mills, Birmingham, Ala. Clas 
Joseph T. Lykes, chairman and director, Lykes Bros. Steamship Co., Inc., 
Tampa, Fla. 
Class C: 
Henry G. Chalkley, Jr., president, the Sweet Lake Land & Oil Co., Lake 
Charles, La. 
Walter M. Mitchell, vice president (chairman), the Draper Corp., Atlanta, Clas 
Ga. | 
Harllee Branch, Jr., president (deputy chairman), the Southern Co., At- 
lanta, Ga. 
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on C. Bottcher (farmer) (chairman), Post Office Drawer 385, Cullman, 

a. 

Robert M. Cleckler, president, First National Bank of Childersburg, Chil- 
dersburg, Ala. 

John R. Downing, executive vice president, Citizens-Farmers & Merchants 
Bank, Brewton, Ala. 

E. W. McLeod, president, the Morgan County National Bank, Decatur, Ala. 

Malcolm A. Smith, first vice president, Birmingham Trust National Bank, 
Birmingham, Ala. 

*John E. Urquhart, president, Woodward Iron Co., Woodward, Ala. 

*Adolph Weil, Sr., president, Weil Bros.-Cotton, Inc., Montgomery, Ala. 


Jacksonville branch: 


Linton E. Allen, chairman, the First National Bank at Orlando, Orlando, Fla. 

W. E. Ellis, chairman and president, the Commercial Bank & Trust Co., 
Ocala, Fla. 

James G. Garner, president and chairman, Little River Bank & Trust Co., 
Miami, Fla. 

James L. Niblack, president, the First National Bank of Lake City, Lake City, 
Fla. 

*J. Wayne Reitz, president (chairman), University of Florida, Gainesville, 
Fla. 

*Harry M. Smith, president and manager, Winter Garden Ornamental 
Nursery, Inc., Winter Garden, Fla. 

*McGregor Smith, chairman of the board and director, Florida Power & 
Light Co., Miami, Fla. 


Nashville branch: 


Jo H. Anderson, president, Park National Bank of Knoxville, Knoxville, 
Tenn. 

Stewart Campbell, president, the Harpeth National Bank of Franklin, 
Franklin, Tenn. 

J. R. Kellam, Jr., executive vice president, Commerce Union Bank, Nash- 
ville, Tenn. 

*Prnest J. Moench, president, Tennessee Tufting Co., Nashville, Tenn. 

*A. Carter Myers, treasurer (chairman), Knoxville Fertilizer Co., Knox- 
ville, Tenn. 

*Frank B. Ward, dean, College of Business Administration, University of 
Tennessee, Knoxville, Tenn. 

C. L. Wilson, chairman and president, the Cleveland National Bank, Cleve- 
land, Tenn. 


New Orleans branch: 


William J. Fischer, president, Progressive Bank & Trust Co., New Orleans, 
La. 

*Joel L. Fletcher, Jr., president, Southwestern Louisiana Institute, Lafay- 
ette, La. 

J. Spencer Jones, president, the Citizens National Bank in Hammond, Ham- 
mond, La. 

*G.. H King, Jr., executive vice president, King Lumber Industries, Canton, 
Miss. 

D. U. Maddox, president, the Commercial National Bank & Trust Company 
of Laurel, Laurel, Miss. 

H. A. Pharr, president, the First National Bank of Mobile, Mobile, Ala. 

*E. BE. Wild (rice grower) (chairman), Midland, La. 


FEDERAL RESERVE BANK OF CHICAGO 


Class A: 


Walter J. Cummings, Chairman, Continental Illinois National Bank & Trust 
Co. of Chicago, Chicago, Ill. 

Nugent R. Oberwortmann, president, the North Shore National Bank of 
Chicago, Chicago, Ill. 

Vivian W. Johnson, president, First National Bank, Cedar Falls, Iowa 


Class B: 


Walter E. Hawkinson, vice president in charge of finance, and secretary, 
Allis-Chalmers Manufacturing Co., Milwaukee, Wis. 

William J. Grede, president, Grede Foundries, Inc., Milwaukee, Wis. 

William A. Hanley, director, Eli Lilly & Co., Indianapolis, Ind. 


93633—57—pt. 3——-19 
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Class C: 
Bert R. Prall (chairman), 558 Ridge Road, Winnetka, Ill. 
Robert P. Briggs, executive vice president, Consumers Power Co., Jackson, 
Mich. 
J. Stuart Russell, farm editor (deputy chairman), the Des Moines Register 
& Tribune, Des Moines, Iowa 
Detroit branch : 
*John A. Hannah, president (chairman), Michigan State University, East 
Lansing, Mich. 
Ira A. Moore, chairman of the board, Peoples National Bank of Grand Rapids, 
Grand Rapids, Mich. 
Howard P. Parshall, president, Bank of the Commonwealth, Detroit, Mich. 
*C. V. Patterson, executive vice president, the Upjohn Co., Kalamazoo, Mich. 
Raymond T. Perring, president, the Detroit Bank & Trust Co., Detroit, Mich. 
Ernest W. Potter, president, Citizens Commercial & Savings Bank, Flint, 
Mich. 
*J. Thomas Smith, president, Detroit Harvester Co., Detroit, Mich. 


FEDERAL RESERVE BANK oF St. Louis 
Class A: 
Phil E. Chappell, president, Planters Bank & Trust Co., Hopkinsville, Ky. 
J. EB. Etherton, president, the Carbondale National Bank, Carbondale, Ill. 
Kenton R. Cravens, president, Mercantile Trust Co., St. Louis, Mo. 
Class B: 
Leo J. Wieck, vice president and treasurer, the May Department Stores Co., 
St. Louis, Mo. 
S. J. Beauchamp, Jr., president, Terminal Warehouse Co., Little Rock, Ark. 
Harold O. McCutchan, executive vice president, Mead Johnson & Co., Evans- 
ville, Ind. 
Class C: 
Joseph H. Moore (farmer) (deputy chairman), Charleston, Mo. 
J. H. Longwell, dean, College of Agriculture, University of Missouri, Colum- 
bia, Mo. 
Pierre B. McBride, president (chairman), Porcelain Metals Corp., Louisville, 
Ky. 
Little Rock branch: 
Donald Barger, president, Peoples Exchange Bank, Russellville, Ark. 
*T. Winfred Bell, president, Bush-Caldwell Co., Little Rock, Ark. 
E. C. Benton, president, Fordyce Bank & Trust Co., Fordyce, Ark. 
H. C. McKinney, Jr., president, the First National Bank of El Dorado, El 
Dorado, Ark. 
*Shuford R. Nichols (farmer, ginner, and cotton broker), Des Arc, Ark. 
J. V. Satterfield, Jr., president, the First National Bank in Little Rock, 
Little Rock, Ark. 
*A. Howard Stebbins, Jr. (chairman), Post Office Box 1413, Little Rock, Ark. 
Louisville branch : 
*David F. Cocks (chairman), vice president and treasurer, Standard Oil Co. 
(Kentucky ), Louisville, Ky. 
*Philip Davidson, president, University of Louisville, Louisville, Ky. 
Magnus J. Kreisle, president, the Tell City National Bank, Tell City, Ind. 
W. Scott McIntosh, president, State Bank of Hardinsburg, Hardinsburg, Ind. 
M. C. Minor, president, the Farmers National Bank of Danville, Danville, Ky. 
*J. D. Monin, Jr. (farmer), Oakland, Ky. 
Merle B. Robertson, chairman of the board and president, Liberty National 
Bank & Trust Company of Louisville, Louisville, Ky. 
Memphis branch: 
*Henry Banks (farmer), Clarkedale, Ark. 
J. H. Harris, president, the First National Bank of Wynne, Wynne, Ark. 
*A. E. Hohenberg, president (chairman), Hohenberg Bros., Memphis, Tenn. 
John A. McCall, president, the First National Bank of Lexington, Lexington, 
Tenn. 
*John D. Williams, chancellor, the University of Mississippi, University, 
Miss. 
John K. Wilson, president, the First National Bank of West Point, West 
Point, Miss. 
( Vacancy.) 
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FEDERAL RESERVE BANK OF MINNEAPOLIS 
Class A: 
Harold C. Refling, cashier, First National Bank in Bottineau, Bottineau, 
N. Dak. 
Joseph F. Ringland, president, Northwestern National Bank of Minneapolis, 
Minneapolis, Minn. 
Harold N. Thomson, vice president, Farmers & Merchants Bank, Presho, 
S. Dak. 
Class B: 
Ray C. Lange, president, Chippewa Canning Co., Inc., Chippewa Falls, Wis. 
Thomas G. Harrison, president, Super Valu Stores, Inc., Hopkins, Minn. 
John E. Corette, president and general manager, Montana Power Co., Butte, 
Mont. 
Class C: 
O. B. Jesness, head (deputy chairman), department of agricultural eco- 
nomics, University of Minnesota Institute of Agriculture, St. Paul, Minn. 
F. Albee Flodin, president and general manager, Lake Shore, Inc., Iron Moun- 
tain, Mich. 
Leslie N. Perrin, director (chairman), General Mills, Inc., Minneapolis, Min.. 
Helena branch: 
A. W. Heidel, president, Powder River County Bank, Broadus, Mont. 
J. Willard Johnson, financial vice president and treasurer, Western Life 
Insurance Co., Helena, Mont. 
George N. Lund, chairman of the board and president, The First National 
Bank of Reserve, Reserve, Mont. 
*Carl McFarland, president (chairman), Montana State University, Mis- 
soula, Mont. 
*George R. Milburn, manager, N Bar Ranch, Grass Range, Mont. 


FEDERAL RESERVE BANK oF KANSAS CITY 
Class A: 
Harold Kountze, chairman of the board, the Colorado National Bank of 
Denver, Denver, Colo. 
W. S. Kennedy, president and chairman of the board, the First National 
Bank of Junction City, Junction City, Kans. 
W. L. Bunten, president, Goodland State Bank, Goodland, Kans. 
Class B: 
Max A. Miller (livestock rancher), Omaha, Nebr. 
BH. M. Dodds, chairman of the board, United States Cold Storage Corp., 
Kansas City, Mo. 
K. S. Adams, chairman of the board, Phillips Petroleum Co., Bartlesville, 
Okla. 
Class C: 
Joe W. Seacrest, president (deputy chairman), State Journal Co., Lincoln, 
Nebr. 
Raymond W. Hall, (chairman), vice president and director, Hallmark 
Cards, Inc., Kansas City, Mo. 
Oliver S. Willham, president, Oklahoma State University, Stillwater, Okla. 
Denver branch: 
Merriam B. Berger, vice president, the Colorado National Bank of Denver, 
Denver, Colo. 
Arthur Johnson, president, First National Bank in Raton, Raton, N. Mex. 
Ralph S. Newcomer, executive vice president, First National Bank in Boulder, 
Boulder, Colo. 
*Aksel Nielsen, president (chairman), the Title Guaranty Co., Denver, Colo. 
*Ray Reynolds, (cattle feeder and farmer), Longmont, Colo. 
Oklahoma City branch: 
*Davis D. Bovaird, president (chairman), the Bovaird Supply Co., Tulsa, 
Okla. 
George R. Gear, president, the City National Bank of Guymon, Guymon, 
Okla. 
*Phil H. Lowery (owner), Lowery Hereford Ranch, Loco, Okla. 
R. Otis McClintock, chairman of the board, the First National Bank & Trust 
Co. of Tulsa, Tulsa, Okla. 
C. L. Priddy, president, the National Bank of McAlester, McAlester, Okla. 
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Omaha branch: 
C. Wheaton Battey, president, the Continental National Bank of Lincoln, 
Lincoln, Nebr. 
George J. Forbes (ranching and investments), Laramie, Wyo. 
*Manville Kendrick (rancher), Sheridan, Wyo. 
William N. Mitten, chairman of the board, First National Bank of Fremont, 
Fremont, Nebr. 
*James L. Paxton, Jr., president (chairman), Paxton-Mitchell Co., Omaha, 
Nebr. 
FEDERAL RESERVE BANK OF DALLAS 
Class A: 
Sam D. Young, president, El Paso National Bank, El Paso, Tex. 
J. Edd McLaughlin, president, Security State Bank & Trust Co., Ralls, Tex. 
John M. Griffith, president, the City National Bank of Taylor, Taylor, Tex. 
Class B: 
D. A. Hulcy, chairman of the board, Lone Star Gas Co., Dallas, Tex. 
J. B. Thomas, president and general manager and director, Texas Blectric 
Service Co., Fort Worth, Tex. 
John R. Alford (industrialist and farmer), Henderson, Tex. 
Class C: 
Robert J. Smith, president (chairman), Slick Airways, Inc., Dallas, Tex. 
Hal Bogle (rancher and feeder) (deputy chairman), Dexter, N. Mex. 
(Vacancy ). 
El Paso branch: 
F. W. Barton, president, the Marfa National Bank, Marfa, Tex. 
John P. Butler, president, the First National Bank of Midland, Midland, Tex. 
Floyd Childress, vice president, the First National Bank of Roswell, Ros- 
well, N. Mex. 
*James A. Dick, president (chairman), James A. Dick Investment Co., El 
Paso, Tex. 
Thomas C. Patterson, vice president, El Paso National Bank, El Paso, Tex. 
*DPD. F. Stahmann, president, Stahmann Farms, Inc., Las Cruces, N. Mex. 
*E. J. Workman, president and director of research and development division, 
New Mexico Institute of Mining and Technology, Socorro, N. Mex. 
Houston branch: 
I. F. Betts, president, the American National Bank of Beaumont, Beaumont, 
Tex. 
L. R. Bryan, Jr., vice chairman of the board and chairman of the executive 
committee, Bank of the Southwest National Association, Houston, Tex. 
W. B. Callan, president, the Victoria National Bank, Victoria, Tex. 
*A. E. Cudlipp, vice president and director, Lufkin Foundry & Machine 
Corp., Lufkin, Tex. 
*John C. Flanagan, (chairman), vice president and general manager, Texas 
distribution division, United Gas Corp., Houston, Tex. 
S. Marcus Greer, vice chairman of the board, First City National Bank of 
Houston, Houston, Tex. 
*Tyrus R. Timm, head, department of agricultural &onomics and sociology, 
Agriculture and Mechanical College of Texas, College Station, Tex. 
*Clarence E. Ayres, professor of economics, the University of Texas, Austin, 
Tex. 
J. W. Beretta, president, First National Bank of San Antonio, San Antonio, 
Tex. 
KE. C. Breedlove, president, the First National Bank of Harlingen, Harlin- 
gen, Tex. 
Burton Dunn, chairman of the executive committee, Corpus Christi State 
National Bank, Corpus Christi, Tex. 
am Marett, president, the Citizens National Bank of Gonzales, Gonzales, 
ex. 
*Alex R. Thomas (chairman), 1425 Wiltshire, San Antonio, Tex. 
*Harold Vagtborg, president, Southwest Research Institute, San Antonio, 
Tex. 


Class A: 
eee F. Byrd, president, the First National Bank of Willows, Willows, 
alif. 
Join A. Schoonover, president, the Idaho First National Bank, Boise, Idaho. 
M. Vilas Hubbard, president and chairman of the board, Citizens Commercial 
Trust & Savings Bank of Pasadena, Pasadena, Calif. 


FEDERAL RESERVE BANK OF SAN FRANCISCO 
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Class B: 
Reese H. Taylor, chairman of the board, Union Oil Company of California, 
Los Angeles, Calif. 
Walter S. Johnson, chairman of the board, American Forest Products Corp., 
San Francisco, Calif. 
N. Loyall McLaren, partner, Haskins & Sells, San Francisco, Calif. 
Class C: 
Philip I. Welk, president, Preston-Shaffer Milling Co., Walla Walla, Wash. 
Y. Frank Freeman, vice president (deputy chairman), Paramount Pictures 
Corp., Hollywood, Calif. 
A. H. Brawner (chairman), chairman of the board, W. P. Fuller & Co., San 
Francisco, Calif. 
Los Angeles branch 
Anderson Borthwick, president, the First National Trust & Savings Bank of 
San Diego, San Diego, Calif. 
*Leonard K. Firestone, president, Firestone Tire & Rubber Company of Cali- 
fornia, Los Angeles, Calif. 
Joe D. Paxton, chairman of the board, County National Bank & Trust Com- 
pany of Santa Barbara, Santa Barbara, Calif. 
James E. Shelton, chairman, Security-First National Bank of Los Angeles, 
Los Angeles, Calif. 
(Vacancy. ) 
Portland branch 
*Warren W. Braley, partner (chairman), Braley & Graham Buick, Portland, 
Oreg. 
J. H. McNally, president, the First National Bank of Bonners Ferry, Bon- 
ners Ferry, Idaho. 
John B. Rogers, president, the First National Bank of Baker, Baker, Oreg. 
E. C. Sammons, president, the United States National Bank of Portland, 
Portland, Oreg. 
*William H. Steiwer, Sr. (livestock and farming), Fossil, Oreg. 
Salt Lake City branch: 
Harry Eaton, president, Twin Falls, Bank & Trust Co., Twin Falls, Idaho. 
George S. Eccles, president, First Security Bank of Utah, National Associa- 
tion, Salt Lake City, Utah. 
Russell S8. Hanson, executive vice president, the First National Bank of 
Logan, Logan, Utah. 
*Joseph Rosenblatt, president (chairman), the Eimco Corp., Salt Lake City, 
Utah. 
*George W. Watkins, president, Snake River Equipment Co., Idaho Falls, 
Idaho. 
Seattle branch: 
James Brennan, president, First National Bank in Spokane, Spokane, Wash. 
*Lyman J. Bunting, president, Rainier Fruit Co., Yakima, Wash. 
Charles F. Frankland, president, the Pacific National Bank of Seattle, 
Seattle, Wash. 
S. B. Lafromboise, president, the First National Bank of Enumclaw, Enum- 
claw, Wash. 
*D. K. MacDonald (chairman), chairman of the board, D. K. MacDonald 
& Co., Inc., Seattle, Wash. 


Senator Martone. Do those banks have a certain capitalization in 
each area ? 

Mr. Martin. Each of the banks is formed as a corporation, and 
all national banks have to belong to the System, and State member 
banks can belong to the System, and the capital is made up of 6 per- 
cent; they purchase stock in the bank—6 percent of their capital and 
surplus. 

Senator Martone. Six percent of their own capital is the stock pur- 
chased from you? 

Mr. Martin. Purchased by the member banks in the Reserve banks. 

Senator Matone. In other words, the 12th district comprises what 
area, is that the Far West? 
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Number of member banks and capital of Federal Reserve banks, June 30, 1957 


Paid-in 
Number of capital of 
Federal Reserve district member Federal 
banks Reserve 
bank ! 





Boston wibSesk vais j 296 $17, 120, 000 
BY 2 Oe iinnccscccs a ea =e Rs eres 2 577 95, 177, 000 
Philadelphia. --- a ’ vai sada tpap iene aii ti cei ia S 541 21, 066, 000 
Ce VOIIN oc. nncace nai ; ; iheredaate ae Bb orennan 604 31, 985, 000 
Richmond tauicibeal = 7 ae caiten isnt sce dsl 469 15, 322, 000 
ie cakcaecane Sesatai ¥ aii : ; 394 16, 122, 000 
SONS ociectwnens a iietn a wahid : ; oa 1, 027 45, 540, 000 
St. Louis. ings oii / . a imei antes 492 11, 372, 000 
Minneapolis-_. ea ; jeter Paes a 475 7, 310, 000 
Kansas City--- , : j he cu hwtaeloaCabedls 3 751 13, 525, 000 
Dallas... ..- — — a ‘ate eae 4 632 18, 714, 000 
San Francisco. - auleacde Se iadid whet badoeee 180 39, 443, 000 


Treks. be ane ae wigiecreeresangeread 6, 438 332, 696, 000 





1 Every member bank is required to subscribe to the Federal Reserve bank capital in an amount equal to 
6 percent of its own capital and surplus and to pay in } of its subscription; the balance is subject to call by 
the Board of Governors of the Federal Reserve System. 


Senator Martone. I hope you will make that a part of the record 
here. 

Mr. Martin. Very glad to. 

Senator Martone. To be accepted and printed, published, along 
with No. 2 volume or part 2; and also together with the names of the 
banks, their location, their boards of directors, and what percentage 
of stock they have purchased, what they own currently. 

Mr. Martin. Right. 

Senator Martone. It might be well if you could give a 10-year 
period of variation ; or is there any variation ? 

Mr. Martin. There is not a great deal of variation. It is largely 
1 growth factor. 

(The information referred to is as follows :) 


Paid-in capital of the 12 Federal Reserve banks combined on June 30, 1948-57 


[In thousands of dollars] 


Paid-in Paid-in 
capital of capital of 

June 30— Federal June 30— Federal 
Reserve Reserve 

banks ! | banks ! 


seen | 1953..... ptadnsaieibiant 259, 536 
205, 133 || 1954_- ; jude mcthnis tang estab cetadtate — 272, 316 
219, 190 1, 3068............ | 295, 179 
ST Re ds ata ak ine mattcacensene 815, 742 
245, 187 | eee <a 332, 696 


| 


1 Every member bank is required to subscribe to the Federal Reserve bank capital in an amount equal 
to 6 percent of its own capital and surplus and to pay in 4 of its subscription; the balance is subject to call 
by the Board of Governors of the Federal Reserve System. 
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Senator Martone. Let me ask you—I did ask you under another sub- 
ject when we digressed momentarily—how much money is in circula- 
tion at this point? Let us just include it here. 

Mr. Martin. Twenty-six and a half billion dollars. 

Mr. Noyes. That is Federal Reserves notes only. Thirty is closer 
to the total circulation. 

Mr. Martin. Money in circulation consists of Federal Reserve 
notes and coin and 

Senator Martone. That is silver coin? 

Mr. Martin. Yes. 

Senator Martone. Dollars and smaller coins? 

Mr. Martin. Yes; that is right. And the Treasury $1 and $2 bills, 
which are Treasury currency. 

I think the relation is about 85 percent of the currency in circula- 
tion are Federal Reserve notes; about 9 percent, roughly, in 1- and 
2-dollar bills, and about 6 percent in coin. 

Senator Martone. Could you not prepare a table with just a short 
statement, and give us the detail on all of it? Because you are the 
final authority. 

Mr. Martin. I will be very glad to give you that. 

Senator Matone. It is not necessary we have it exactly right here, 
if you will submit the table. 

Mr. Martin. Right. 

(The information referred to is as follows:) 











1507 


8148} JO pue 3B sa}00} 00,7 


go 18t\ex8 ‘216 ‘180 rel51 ‘289 ‘S68 ‘b |LIO ‘SHS ‘GLE ‘SS 1 [PES ‘BLE ‘TOD 9! ‘OOT “61 ‘6T) » =| TSF “GEO “OST [STs “Ges ‘e8e be | 00% E86 ‘VFI SS | LEZ ‘E00 ‘Eve ‘se | ZS61 ‘OE ouNL [830.1 


98° |282 ‘StL ‘T9 108% ‘Fez |LES “626 ‘19 : eee 0Z1 ‘26 | ~~~ ==""$030U yur [VUOTIVN 

LL* GLB “99S ‘ZET iC 1% OTT 19GT “Sz “eet ; 5 ; : GOL “SOS ‘ ~~“ Sejou YuR VAJosoy [B1opaT 

QL “ESTIOIZ ‘SFE “6ZE “9Z|0E8 ‘S80 ‘6Ez ‘I |OFO ‘TEb ‘899 ‘22 | rat 53 . p GIL ‘G62 ‘Ks L‘9ZL ‘ZE9 ‘LZ “"S0}0U dAJaseY [BJOpIT 

" 668 ‘SFT “TZE OLT ‘00E “€@ 609 “Str ‘FE ¥ eet f i ara LOS ‘EZ 910 “189 ‘9FE 2 z §9}0U S0}BI9 PeyUuy 

786 “£06 “ELF ESS ‘O1Z 6 CRF ‘FIL “ESt ee ’ gT¢ ‘OTe 000 “TE9 ‘+8F uyjoo IOUT IA 

6 ‘bZE ‘SIE ‘T j0F9 ‘L82 ‘6F I8¢ ‘ZIT ‘eve 610 ‘Ehe i = iz 2 : f : 610 ‘Ehe 009 ‘Se ‘Z8E ‘T ae JaaTIs Areppisqng 

988 ‘TPT 'T 988 ‘TEI ‘I 7 ood p ; . ’ (988 ‘IFT ‘T) + ~"-"="Q68T JO sozou AinsveLy, 

pee ‘BRS ‘TOT Z |166 ‘VEO ‘SIZ = [CFE ‘9ZZ ‘OTF fe : oo ° in anapgans (CF wat. $9]8091}.100 JOATIS 

: . : -- |---- . tan stwe tae mye OF8 ‘AFT OFS ‘BPI ‘602 Z uo TN JvATIs 

698 ‘909 ‘Z8Z = 026 ‘8Z9 ‘9 BLL ‘SES ‘68Z 9£9 “186 ‘f aa ; a iS8E ‘STZ ‘Z0Z 1Z0 ‘002 “622 008 ‘SEP ‘S8F : SIv][Op JaATIs prepueyg 

6ZL ‘960 ‘8P8 ‘Z$ (SoZ ‘OOT ‘6ZT ‘6I1$) ¢ + td ba “aoe ‘OOT “6ZT “61 +| (186 ‘96T “226 ‘TZ) + $9}¥991}100 PjOH 
os "1222 “9OL | ‘ rf. ITE ‘6E0 ‘OCTS| #88 ‘96T ‘226 ‘TZ$ | 269 ‘ZH6 ‘ZZ9 ‘ZZ$ | 769 ‘ZH ‘779 ‘TZ$5| ~~~ 

| 

















(068T 
s 83 jo sojou (068T JO Sej0u 
-dvo yunoury s1u038 Ainsvely, | Ainsvely, pure) 
10g pus squeq Aououl sS}ue3e pus pus) sejou $9780 917.190 
@AI0S0R 40430 [[¥V | Syueq 9AJ0Sez] so1819 JOATIS pus 
[Biopey [Biepeg 10} pleH pep ploz ysuyese yUNnoUIe [830], Aououl JO pury 
Aq PIPH ysuyese A4ANIes sB 
1 WOP}V[NITO uy OA19S80% Prey yunoury 
| 


AINSBOL]T, 94} JO Opisjno Aeuopy AINSBOL], OY} UT pray Aouopy 





N 
is 
B 
ce 
M 
a 
& 
E 
Zi 
P 
e 
oe 
© 
Z 
o 
= 
a 
— 
a 
Zi 
2 
oO 
~ 
< 
— 
oO 
GZ 
2 
= 

















FINANCIAL CONDITION OF THE UNITED STATES 


eo 
= 


= & ~ Sop om _ 
= (al = 
Se mM ore — —_— 


‘saquBig 
poeyyuyQ oy} JO JoNsBel], 94} JO VIO ‘sdTAJOg [BOSTT “JUOUNINVded AiNsBo1], :<0INO0g 


*QUdTIO.IIJ9I JO SSo001d UT O18 S9JOU YuBQ [eVUOT}eU pus Sejou 
yuRq dAlosoy [Blopeg ‘Sd}woyTI100 plod uy eqvAed seyeig pou 9Y3 JO JoINsBeLL, 8yy 
YIIM S}{[peld SEpNpoUuy pesn uyol9y sv Soaywoyi}0d PlOH “eAseSel posjnbes oy} Jo yed se 
pejunoo aie ‘puny uoTJduepel & SB SazwIg Po UY OY} JO JoINSKVeL, OY} YITM poysodep 
@SOY} PUB ‘[v1e}LI[OO SB S}UEZB BAIOSOY [V1OpPIq YILM poysodep saywoyyy100 ploy) “UOTzRT 
-NdjjO [VNJOV Ul S9jJOU OALOSAY [V1IpoIg Sj] YSuTBse JUsdIEd CZ UBY} Sse] JOU JO So}BOyTI100 
ploZ ul SdAJOSII UTBJUTVU JsnUI yURq VAJOSOY [BIOpsey Yowy ‘sayvVjg peuyQ ey 
JO SUOTIESI[GO JOoIIp 10 ‘seyBOyI100 Pos JO ‘JOY VA1ESOY [VIPAT Of} JO SULIO} OY} JopuNn 
IQISI9 st Se seded poseyoind 410 payUNods!p YONs JO SUT}S|SUOO [¥19}B][00 JO JUNOUT Oy] B 
jo ‘quodB OAlasey [BIOPIAg SIT ITM ‘pousooUCD YUBq sAJOSOY [B1opaq yy Aq yIsOdop 
ey3 Aq painods aiv SajJOU VAIISeY [Bopyq “YUBG VIAJOSeyY [V1Ipeg SBUINSST 9yy Jo 
$}9SSB 9} [[V UO UOT] 4ST V PUB SOIBVIG PeTUL O43 JO SUOT}VIT[GO o1B SojOU BALOSOY [BIOpPIT 
‘soyeoyt}i00 pros yons Jo yuNOoUIe doy oY} 0} [eNbe prepuULys [Vso] 94} 4B ONTVA B Jo 
UdTI[NG Plos—se}BoYTI190 Pos JoJ AjLIMOS sv (AT) PUB ‘So}BOYT}100 JaATIS YONS JO JuNOUIB 
eovy] 04} 0} [enbe onjea AlivjOUOUI B JO SIBTOP JOATIS plepuvIsS PUB UOT[[NG UT JoeAqTIs 
—S2}BOYIII00 JOATIS BupuRys}No Joy Ajlinoes sB (M1) ‘(Gdje001 UO paTjel PUB psfsodUR. 
Zujoq 818 SojOU 9S9Y4) SIVI[OP JOATIS plvpuR}s UT JUNOT JeT[Op [enbe Ue—OEST JO Sojou 


of 


co 
1t 


dc 
pe 


la 


a 
la 


AmMsSvol], Joy AyIMoes sv (T]) {uoT[NG pros ut TEF‘6E0‘9ST$—O6RT JO SoJOU AIMsSBOLL, pus 
$9}0U SOIVIG POUL 10} VAJOSOI B SB (1) —AANS¥OL], 94} Ul POUTVJUTeUT ST 2104, .—aALON 


“aJep 0} JUNOUIe {SESH or 
‘9S61 ‘IE “20q BOUTS JUNOUI ISOMOT ¢ 
“PaSTAdy e 
*soqBIS PelUyQ 94} UT AOUOTT JO JUNOT [8}0} 94} 4B OATIIB 
0} AIMSvOL], 94} UT ploy AQUOUI [¥}0} YIM SUTUTQUIOD B1OJ9q JUNOUTR S14} UI0IJ pojoNnpep 
eq P[Noys 6ST JO SejouU AJMSve.y, PUB Se}RBOYIII00 JVATIS puB P[OZ Jo JUNO 9Y,L,z 
‘s}isodop sZulAes [ejsod Jo} dAJasel & Sv poysodep AouoU [NJMET OOO'OOO'FZ$ SOPNPOUT 9» 
"CC6'Z9Z% SERS JO JUNOUIV 9Y} UT 
$9]0U 9A1eSaY [BV1lIpeg 10} puny UoTWduTepel oy} (Z) pues “OOE‘ZER*ER7‘SIF JO JUNOUIB 94} UT 
‘u194ySAg dA1ISOY [B1OPIT ‘SIOUIOAOH JO PlvOg “puny ayvoYT}100 plod ay} (1) UT SayvoyT}I100 
plod uy aqeAed saquig poTU_ oY} JO JoINsveL], OY} YITM S}]pelo SapNpOUT [BI0} STULL ¢ 
*ATBATOVdSaI ‘UOTT[NG JA@ATIS puB ‘sue]Op 19A]TIS plvpueys 
‘plo3 Jopun popnypouy st 06ST JO SajOU AINsve1], PUB SO}ZBOYTI100 JOATIS puB P[Os 4SUTBsB 
AJLINDS SB Ply JBATIS 10 plod oy} VouTs ‘[8}0 9} UT PAepNUT JOU 91B SJUNOUI ISO], + 
: “Alnsvely, 943 Aq ploy IVY} UBY} JeyI0 Pos spNyouy ou svoq ¢ 
“uore[ndod Jo seyeuIyjse SNSUdH 94} JO Nveing UO peseg ¢ 
*SOYVIS PoU of} JO SPPUayT 
[8}U9UTIUOD 9} Bpys}no prey AouselINd Joded Aue soepNnpuT UoT}e[NoIJO UT AvUOTI OL, 7 



























































1] | | | | 
9291 IZL ‘992 ‘9I8 6L8I ‘IT “ue 
06 FE LI FEb ‘6oF ‘E FI6I ‘0G OuNL || THT ‘220 ‘OHO ‘6% | 282 ‘Shz ‘T9 | 9L8 ‘Cg ‘ZET| OI ‘ove ‘Eze ‘Oz | 66E ‘SFI ‘IZE| 988 ‘IFT ‘T] FEE ‘eRe ‘TOT ‘Z | ZT ‘IHS ‘Ze |-~-~--- [210.L 
6F Ob =| _~F16 ‘Sh6 ‘ZLI ‘F LI6I ‘TE “AVI || I " . 3 
SI “eg Z19 ‘FIZ “869 “S O26 ‘TE “390 || 229 79 129 ‘Z9 es ee ee ee ee ee ae eee ae eee ae ee tees eae [See syed [eu0}}0Bl,q 
LE‘Ib =| 809 ‘202 ‘S18 > SZ6I ‘OE OURS || 000 ‘OT9 ‘6 api = he Oe a | PRS ERTPET EARS eee re Sea Ce Son ee ee aoa 000‘0T$ 
PL°98 =| - 296 ‘286 ‘12S *F O£6I ‘OE OuNL |} 000 ‘vez 'E ete een ee: ae” i Spee ERT sees Ses eS ss er eo: eee a 2 ee oe 000‘¢$ 
cL'eh | GIS ‘z60 ‘299 °C ~=—s_ |: SES ‘OE OUNE || OS ‘Bee ‘TEE 000 ‘Tz "777777""""} 000 ‘Z8e ‘ese 000 ‘6ze 000 ‘st | 0006 EE seen ae oe eee 000°I$ 
9F'6S =| -HZE “TOS “248 ‘2 OFT ‘OE GUNS || OSZ ‘STO 'ESZ =|: OOS ‘98 ~~~=-=""-" "| 008 ‘S6F ‘T8Z aa ie 000 ‘2 Eee ee ee oos$ 
19161 | €8b ‘SEF ‘9bL ‘92 Cr6l ‘Og ouns || Oze ‘96e‘Szg ‘S | OST ‘ORL ‘S | 00S ‘SFI ‘6S | 00% ‘ERI ‘Gos ‘e | OOS ‘Eze 00S 6% 02S ‘06 OST ‘S28 °F |r-7-- notre ooT$ 
£0 6ZT | ZO ‘062 ‘9ST ‘22 =|: OS6T ‘OE OUNL || oF ‘228 ‘C69'% | OOF ‘96EF | 00S ‘ETO ‘TE | OOF ‘6E0 ‘9G9‘% | Szz ‘T0Z 008 ‘I CSF ‘IST a... a os$ 
16 ‘Z8I_ | 9FZ ‘Eze ‘bez ‘OE =| GEST ‘OE OUNL || O62 ‘ZZZ ‘F866 | OFI ‘E6 ‘BI | OSL ‘499 ‘2% | 002 ZIF‘IZ6 ‘6 | ZEF ‘OE ‘Z | 099 ‘69 | O16 ‘249 ie ree fen 0z$ 
¥9 ‘Z8I s | £96 ‘SST ‘SIZ ‘OE =| CGT ‘OE OUNL || ZZ8‘IZZ‘ST9'9 | 00 ‘699 ‘6T | SF ‘LT ‘OT | OFF ‘08Z ‘22h ‘9 | OTO ‘SHE'D | SEE ‘IZZ | 986 ‘FF ‘Z6 wa ors 
SE"L8I | STE ‘9ST ‘OGL “TE ot | YS6I “IE “OCT || 00Z ‘Z8A “TOTS | OOR ‘PRE ‘IT | SIS ‘ezI‘Z | 026 ‘E26 ‘SRO ‘I$ | OFF ‘ORT ‘ZEZ| OES ‘FZE | 8BB ‘826 ‘69Z eee et eee gg 
SL‘SLT | 866 ‘226 ‘SIS ‘Of 6 | L961 ‘0G “dW |) Pb ‘Z2T ‘22 | 889 ‘TOT 086 ‘OFE predhaer Air aie L¥b ‘G19 ‘EL | 206 ‘221 | LST ‘$28 % ase ee Cree et renee zs 
SE OST s | 982 ‘SFE ‘VES ‘0 | LE6T ‘Te ABI || Lzo ‘FOP ‘ZOE ‘TS | 222 ‘Gees =| GBT ‘BBR ‘I$ |----- ~~~ >>> eae ae | oe See | Oe ee ren I$ 
@ I8I$ | £48 ZI6 ‘I80 ‘Te$ | L961 ‘Oe ouNns | 

| | | | | 
soj0u soj0u sojou sojou | O68T 
2, Bydeo qunoury aed 1810, yueq yueqd 9A19s | @AIISOY $938IS | JO soj0u $0}80gT} soqyeogiy 
19d TeuojeN |-ey [e19pe7| [es9pay peyug |Aamsvery,| -100 JATIS | -100 plop 
| | mo} }eUTWIOMEG 
1 WOT}BTNIIO 





uy Aouour JO s[B40} VATyeIBduI0D 





LS61 ‘Og 9FUNL ‘MOTZe[NOIO Ul UOWJeUTULOUAp YoRe Jo AOMaLIND Jodeg 


penulju0g—Lo6T ‘og aung ‘hauow 8ajn19 pazug fo quawmajnjs U0NDn)NIu9 








FINANCIAL CONDITION OF THE UNITED STATES 1509 


Senator Matone. What do you mean by redeemable notes, this $1 
and whatever notes you mentioned that are redeemable; redeemable 
in what? 

Mr. Martin. Well, all of our notes are redeemable. 

Senator Martone. In what? 

Mr. Martin. They are backed 

Senator Matone. By what? 

Mr. Martin. Gold. 

Senator Matone. We have gone all through that. Let us not de- 
stroy that record, unless you want to start all over. 

You have between 5 and 6 billion dollars worth of gold that you 
can call your own, if you continued to honor everything that could be 
turned into foreign nation dollar balances. Therefore, you do not 
have the money to do it, and it does not back it. 

Weall knew that, but I wanted you to say it. 

I do not want to destroy the record ; just let it alone. 

Mr. Martin. All right. 

Senator Matonr. You would have to reaffirm the record if we took 
time out and went over it again. 

Mr. Martin. Sure. 

Senator Matonr. All right. 

In what, then, are these notes redeemable? I have a few banknotes 
here. I just got back from a trip so there cannot be many. 

Mr. Martin. Well, they are legal tender. 

Senator Mavong, For what? 

Mr. Martin. They are legal tender for all debts and for payment 
of all obligations. 

Senator Martone. According to law. 

Mr. Martin. Right. 

Senator Matonr. I have a note in my hand, [ have not read it. Itis 
a $5 note, with Lincoln’s picture, and it says, “United States Note, 
United States of America will pay to the bearer on demand five dol- 
lars.” In what? 

Mr. Martin. Well, that is just the credit of the United States. 

Senator Martone. You will give me another note just like it; will 
you not ? 

Mr. Martin. That is right, that you can use as legal tender. 

Senator Matong. But another note just like it is all I can get—no 
gold or silver ? 

Mr. Martin. By law. 

Senator Martone. You do not give me silver for this? 

Mr. Martin. That is right. But you can get silver for that. 

Senator Matone. It does not say so. 

Mr. Martin. No. 

Senator Matonr. Would they have to pay in silver since the note 
does not say so? 

Mr. Martin. I do not know that they have to. 

Senator Martone. It just says “United States of America, five dol- 
lars,” on one side. 

The other side, “United States note. United States of America will 
pay to the bearer on demand five dollars.” It does not say in gold, 
copper, silver, tungsten, or anything else. If they paid me in silver, 
it would be just out of the goodness of their heart; would it not? 

Mr. Martin. That is right. 
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Senator Martone. They do not have to. It will save time if you 
would just let me know about this. So the Treasury would just give 
me another piece of paper. 

This $10 bill says the same thing. 

This $1 bill says “Silver certificate, United States of America, one 
dollar in silver payable to the bearer on demand.” I can demand 
silver for this note; can I not? 

Mr. Martin. That is right. 

Senator Matonr. How many of these notes, and of what denomina- 
tions, are there in circulation ? 

Mr. Martyn. I will have to get you the figures. 

Senator Martone. Youcando that. It is not important in the testi- 
mony right now, but it is important to the record. 

Mr. Martin. Right. 

(The information referred to is as follows :) 

The only kind of United States currency as to which a holder can demand 
redemption in silver is silver certificates. 

There were $2,161,589,354 of these notes in circulation as of June 30, 1957. 
The denominations are shown in the statement inserted at page 3068. 

Senator Martone. I have a hundred dollar bill here. I never got 
home with that much money before in my life. It says: “Federal 
Reserve Note, United States of America, No. B17242748A. Will pay 
to the bearer on demand one hundred dollars.” 

Does that mean just another piece of paper if I turn it in? 

Mr. Marty. It is a little bit more than just a piece of paper, but 
that is so. 

Senator Martone. What makes it more than just a piece of paper if 
that is all the United States Treasury will give me for it? 

Mr. Martin. It is legal tender, but it is backed 

Senator Martone. But you will not give me anything but another 
piece of paper for it. 

Mr. Martin. That is right. 

Senator Martone. I cannot demand silver, can I? 

Mr. Martin. I do not think you can demand silver for that, but I 
think they would probably give you silver dollars if they had them. 

Senator Matone. But I cannot demand it and I certainly cannot 
demand gold, because it is illegal to have gold in my possession ? 

Mr. Martin. I think—well, I will not say you can 

Senator Martone. Will you answer that specifically in the record ? 
If I could go up to the Treasurer of the United States and demand 100 
silver dollars for that bill and get it, regardless? Is it the law or the 
goodness of his heart if the Treasurer paid me in silver? That is what 
I want to know. 

Mr. Martin. I do not know what the law on it is, but I will get you 
the law on it, Senator. 

Senator Martone. How long have you been head of this Board ? 

Mr. Martin. I have been head of it since April 2, 1951. 

epee Manone. You do not know what the law is on this money 

et ? 
+ Mr. Martin. I do not. 

Senator Matone. Well, for your own information, as well as mine, 
I think we ought to make it of record, do you not ? 

Mr. Martin. We will be glad to put the law in. 
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Senator Martone. Allright, then put the law in the record 

Mr. Martrn. I have been over the law many times. 

Senator Matoneg. Yes, I know that, and 1 do not blame you for not 
remembering it. There are many things done here that are not thor- 
oughly understood or they would not be done. 

Would you, then, make it a part of the record, the amount of paper 
money in circulation and the kind, and what it is redeemable in by 
law, if anything—the greater part is just redeemable in more paper? 

Mr. Martin. All right. 

Senator Matonr. Whether it is in silver or just another piece of 
paper. 

fr. Martin. All right. 
(The information referred to is as follows :) 


Under the Silver Purchase Act of 1934, silver certificates are “redeemable on 
* demand at the Treasury of the United States in standard silver dollars”; and 
silver certificates state on their face that there is on deposit in the Treasury of 
the United States “one dollar in silver payable to the bearer on demand.” Con- 
sequently, the holder of a silver certificate has a legal right to present it to the 
Treasury and demand $1 in silver in return. 

Federal Reserve notes were at one time redeemable in gold, but since 1934 
the law has provided that they shall be redeemable in “lawful money.” This 
means that the holder of a Federal Reserve note, upon presenting it either to the 
Treasury or to a Federal Reserve bank, has a legal right to demand in return 
only that which may be lawful money. 

The term “lawful money” is generally regarded as meaning any medium of 
exchange which frequently circulates from hand to hand as money under sanction 
of law. There was a time when it was necessary to make a distinction between 
“lawful money” and “legal tender.” Prior to 1933, only certain types of cur- 
rency were declared by statute to be legal tender, that is, currency which a 
creditor is legally obligated to accept in payment of a debt. At that time, Fed- 
eral Reserve notes and silver certificates were not legal tender. However, by 
the act of May 12, 1933, as amended by public resolution of June 5, 1933, it was 
specifically provided that “all coins and currencies of the United States (in- 
cluding Federal Reserve notes and circulating notes of Federal Reserve banks 
and national banking associations) heretofore or hereafter coined or issued, 
shall be legal tender for all debts, public and private, * * *.” 

Accordingly, while the holder of a Federal Reserve note who presents it for 
redemption may ask for a particular type of currency in exchange, and while 
the Treasury or the Federal Reserve bank may, if it desires to do so, comply 
with that request, the holder of the note has no legal right to demand a particular 
type of currency and must accept in exchange for the Federal Reserve note any 
lawful money in circulation, whether coin, United States notes, silver certificates, 
or other Federal Reserve notes. 


Senator Maronr. I wish you would do something else. I asked the 
Secretary about the law on the silver purchase. Will you check it and, 
if the record does not already cover it adequately, will you do it? 

Mr. Martin. Be very glad to. 

Senator Martone. I know in 1934, I had some hand in it. I was 
State engineer of my State at the time, and I was here on the proposed 
Boulder Dam project act, now named Hoover Dam, and when we 
were building that structure I was consultant to the Secretary of 
Interior on power. I worked on silver money bill. The law finally 
passed provided for the purchase of silver at a specified price up to 
a certain percentage of the gold in the Treasury, was there not, and 
that silver certificates would be issued redeemable in silver? 

Mr. Martin. Correct. 
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(The information referred to is as follows:) 


The requested material regarding silver-purchase laws was read into the 
record by the Secretary of the Treasury, and is to be found beginning at page 
512 of part 1 of the printed hearing. 

Senator Matonr. Explain the provisions of the law, including the 

rice. 

Mr. Martrn. I would be very glad to. 

Senator Marone. If there has been any variation in price, note 
it in the record. 

Mr. Martin. Right. 

Senator Marone. It is 9014 cents now, is it not ? 

Mr. Martin. That is right. 

Senator Maronr. You have not yet purchased silver up to the 
required percentage, have you? 

Mr. Martin. No. 

Senator Martone. So until you do that, you do purchase silver at the 
established price whenever offered, domestic silver, is it not? 

Mr. Martin. That is right. I will review the entire silver pur- 
chase. 

Senator Matonr. I will appreciate it. Part 3 will include your 
testimony. I think you are doing a great service to the public in 
completing this record. 

Mr. Martin. That is right. 

Senator Manone. There is a great public interest in just how our 
economic system is managed. People are beginning to suspect that 
the whole economic system is being juggled to fit a preconceived plan, 
but they are still hazy about the plan. 

More about money. Several hundred years ago different forms of 
money were adopted. One hundred and eighty years ago, as far as 
America is concerned, the United States Congress adopted a money 
system, as the Constitution says it should. 

Mr. Martin. Yes. 

Senator Matonr. Why do you suppose this country and nations 
generally used gold and silver for money or to back up the paper in 
circulation ? 

Mr. Martin. It was practice, and 

Senator Matone. Practice over the centuries ? 

Mr. Martin. Over the centuries. And it was convenient. It was 
easy to handle and easy to coin, and it had the qualities that were 
adaptable to money. 

Senator Martone. About half of the world, roughly, had always 
used silver for money; the other half of the countries used gold; had 
they not? 

Mr. Martin. That is right. 

Senator Martone. So far as the memory of man spans the history 
of nations. 

Mr. Martin. Right. 

Senator Matone. That is, the Orient and the Asiatic nations gen- 
erally used silver; is that not right? 

Mr. Martin. Right. 

Senator Martone. And Europe and Africa—about half the world 
had used gold; is that right ? 

Mr. Martin. I think that is right. 
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Senator Matonr. That was Europe, Africa, and many other areas. 

Mr. Marttn. About 50-50. 

Senator Matone. In these nations in the Orient, including China— 
I was in Peking in 1948 when the Communists were 8 miles out— 
you can buy anything with silver, whether it had the stamp of any 

nation on it or not. 

Mr. Martin. I do not think it is legal tender. 

Senator Martone. The legal tender may not be quite the term. The 
people will take silver for anything you want to buy; would they 
not? 

Mr. Martin. You can use silver, and he will probably take gold, 
too. 

Senator Martone. You know he will take silver, because they have 
been doing it for 2,000 years of recorded history; do they not? 

Mr. Martin. Well, you know the same about gold. 

Senator Martone. You do not in the Orient; do you? 

Mr. Martin. Well, I am not as familiar with the Orient as you are, 
but I think that gold 

Senator Martone. Of course, they will take gold for money, but they 
had little gold compared to the amount of silver for a couple of 
thousand years. If you have silver bullion, and they know it is pure, 
you can buy your way with; can you not? 

Mr. Martin. Right. 

Senator Martone. Is that not one of the fundamentals? 

Mr. Martin. It is one of the fundamentals. 

Senator Matone. You can buy anything with it; can you not? 

Mr. Martin. Right. 

Senator Manone. They will take it because they have used it for 
centuries. 

Mr. Martin. They will take it. 

Senator Matonr. Is that not the reason we established silver as 
money as well as gold, because half of the world had used it for 
centuries ? 

Mr. Martin. Anything that people will take can be money. 

Senator Maronr. Is there not another reason, that both silver and 
gold had a very limited production and, therefore, had an intrinsic 

value as well? The stamped value was generally in accordance with 
the amount available and the rate of production ? 

Mr. Martin. Correct. 

Senator Martone. You do know, like you do with gold, about how 
much silver there is in the world and the rate of production ? 

Mr. Marcer. We do not have any figures here, sir. The difficulty 
really is this: The reason why we can have a figure for gold, and we 
do not have a figure for silver, is that in most cases the silver is not 
legal tender, as the chairman said, and, therefore, even when we have 
figures with respect to the amount of silver production, it runs in 
terms of ounces rather than a certain number of dollars. It just fol- 
lows from the fact it does not have a ee price at the mint, so I am 
afraid we cannot give you the figures. I do not know of any figures. 

Senator Matone. You do have a fixed price at the mint ? 

Mr. Marcet. In this country we have it at 901 cents. 
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Mr. Matone. 901 cents at the mint. What you said was not ex- 
actly true. We should know the approximate amount of silver in the 
world and the rate of production. 

Mr. Marcer. I would say this, that, speaking generally, the silver 
does not play the role that gold does in terms of a guaranteed fixed 
price to all comers, regardless. I am just merely saying that as a fact. 


Senator Matonr. Was that the reason we made it against the law 
for an American.citizen to own gold ? 


Mr. Marerr. No, sir. I just state that we are on the gold standard, 
not on a bimetallic standard, which would permit anybody to bring 
any amount of silver and be guaranteed a price. 

enator Martone. We are, of course, not on a gold standard. The 
price of silver is guaranteed up to a certain percentage of gold held 
in the Treasury. You have never reached that percentage, have you? 

Mr. Marcer. Well, it is the limitation that constitutes the differ- 
ence between this system we have and the bimetallic system. 

Senator Matong. Will you make a part of the record here, so long 
as you have definite ideas on it, what is the percentage of gold, that 
you must buy the silver at 9014 cents per ounce? Will you just make 
it a part of the record ? 

Mr. Marcer. Yes, sir. 

Senator Martone. And over the years, since we passed the Silver 
Act in 1934 the Treasury has purchased silver at the fixed price. I 
helped pass the 1934 act. 

(The information referred to follows :) 


The roles of gold and of silver in the United States monetary system differ 
from each other as follows: 

1. Price.—The United States Treasury buys and sells gold in transactions with 
United States producers and users, as well as with foreign governments and 
central banks, at the fixed price of $35 per ounce, minus and plus a handling 
charge of one-fourth of 1 percent. The Treasury buys silver from United States 
producers at the fixed price of 9014 cents, but is not generally prepared to buy 
silver from foreign producers at this price, and it sells silver to United States 
users at a price that may—and currently does—exceed the statutory buying price. 
Consequently, the price of gold in this country—and generally on the world 
market—does not deviate from the fixed price of $35 per ounce, but the market 
price of silver may—and currently does—exceed the fixed price of 9014 cents per 
ounce in the United States, and may be either lower or higher than that price 
on the world market. 

2. Freedom of market transactions.—United States residents are not permitted 
to acquire, transport, import, or export gold—except under Treasury license or 
in amounts or forms that are economically insignificant. In contrast, they are 
permitted to acquire, hold, transport, import, or export silver in any way they 
wish. United States producers sell silver to the Treasury only when the price 
offered by the Treasury (see above) is higher than the market price, or when 
a sale to the Treasury is more convenient (e. g., because of the place of delivery) 
than a sale in the free market. 

3. Monetary and reserve function.—Gold is the statutory reserve of all Federal 
Reserve notes, all Federal Reserve deposit liabilities, and certain minor types 
of United States currency. Silver is used in the coinage of subsidiary coins and 
silver dollars, and is the statutory reserve of silver certificates. On May 31, 1957, 
the face value of United States currency in circulation based on silver totaled 
only $3.6 billion, while the face value of United States currency in circulation 
based on gold totaled $26.4 billion, and Federal Reserve deposit liabilities totaled 
$20.3 billion. Similarly, the value of silver held as reserve against currency in 
the United States Treasury amounted to $2.4 billion, while the value of gold so 
held amounted to $22.1 billion. 

4. International functions.—Gold is internationally used as a residual means 
of settling foreign balances; silver is not so used. For this reason, the United 
States Treasury is prepared to buy and sell gold for legitimate monetary pur- 
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poses in transactions with all friendly foreign governments and central banks, 


and, in fact, such purchases and sales form the bulk of all gold transactions in 
the United States; in contrast, the United States Treasury as a rule does not 


engage in international silver transactions. Furthermore, the par values of 
all major world currencies are based either directly on gold or on the statutory 
gold parity of the United States dollar ($35 per ounce) ; the statutory silver value 
of the dollar ($1.29 per ounce) does not play any international role. 


Senator Manone. Let me repeat; I helped put it on the books. I 
worked with former Senator Wheeler at that time. How long have 
you been in Government? 

Mr. Marcer. Relatively recently, as these things go. 

Senator Martone. How long? 

Mr. Marecer. Counting my “Army years 

Senator Matonr. Leave those out. I was in the Army, too, but it 
does not count for seniority in the Senate. 

Mr. Marcer. I have been in Washington since 1950. I have been 
with the Federal Reserve Board since January 1950. 

Senator Martone. What did you do before that? 

Mr. Marcer. Immediately before that, I was with the Marshall 
plan organization in Paris. 

Senator Martone. The what? 

Mr. Marcer. The Marshall plan organization in Paris; prior to that, 
with the Army, and, before that, I was a university professor for many 
years. 

Senator Matonr. Spending money for Uncle Sam all the time. 
[Laughter.] I never voted for the Marshall plan; I never voted for 
ECA. I stood on the Senate floor 4 hours on August 13, opposing 
billions to Europe and Asia. 

I had intended to talk about 20 minutes, but the longer I talked 
the madder I got, remembering the puzzled look of the taxpayers 
at home when they read that they must support foreign nations in the 
interest of peace. Were you here all the time with the Marshall plan. 

Mr. Marcer. Actually, no. I was there. I was in Paris shortly 
after it got organized. I might say, Senator, just as a matter of per- 
sonal defense, that one of my jobs was trying to keep money from being 
spent. 

Senator Matonr. Well, you were not very successful. 

Mr. Marcer. I will grant that. [ Laughter. ] 

Senator Matonr. I ‘hope you are more successful in your present 
job. But you can help me by giving me the actual record, separate 
from your ideas. Give me your ideas, if you must, but I do not 
want them too vainsdl with the facts. 

Mr. Marcer. Right. 

Senator Martone. I want to study the facts to adjust my own own 
conclusions. My conclusions may be different from some other mem- 
bers of the committee, but we ought to start with the same set of facts. 

You agree with me? 

Mr. Martin. I do. 

Senator Matonr. The only way to get facts is from men who have 
them, and the Secretary of the Treasur y has great confidence in you. 
That is a compliment. So this $26.5 billion, I think we settled that. 
The Federal Reserve notes, that is where this 25 percent of gold 
must be maintained; the coins, that is about $3.5 billion, which are 
either silver, nickel, or copper, and that is represented by those metals ; 
is that right? 
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Mr. Martin. That is right. 

Senator Martone. You are going to put that in the record? 
Mr. Martin. I will put that all in the record ; the breakdown. 
(The following was subsequently received for the record :) 


United States currency in circulation, June 30, 1957 7** 


{In millions of dollars] 


ok Aaa eke Melek neds bean ead caches nh cin chicasendtemialcronte 33 
Or UID Ti schlieren deacon ee Spade intl ltd i Shc 26, 329 
In easiest enantite 253 
Silver certificates and Treasury notes of 1890_____-_-_-_--______-------- 2,163 
I Oe dette rican asin ein anmciewen ace 1, 315 
I anne IEE blake arncateaaeth atari tiaras nw aleed nines 474 
I se ar cee incwedittine maaeetassnad meine 321 
I ala accents eslibbenincenen ante aes 133 
I el A ndtsaeietpinsinttibiptneiste-erentio me Ge geile 62 

rica dress Ae ie i nar Gh Ate a else Ah ns sy cakes ls ecb ntact cs cas tai 31, 082 


1 Outside Treasury and Federal Reserve banks. 

2 There are maintained in the Treasury (1) as a reservoir for United States notes and 
Treasury notes of 1890, $156,039,431 in gold bullion (2) as security for Treasury notes of 
1890, an equal dollar amount in standard silver dollars (these notes are being canceled 
and retired on receipt) : (3) as security for outstanding silver certificates, silver in bullion 
and standard silver dollars of a monetary value equal to the face amount of such silver 
certificates; and (4) as security for gold certificates, gold bullion of a value at the legal 
standard equal to the face amount of such gold certificates. Federal Reserve notes are 
obligations of the United States and a first lien on all these asserts of the issuing Federal 
Reserve bank. Federal Reserve notes are secured by the deposit with Federal Reserve 
agents of a like amount of gold certificates or of gold certificates and such discounted or 
purchased paper as is eligible under the terms of the Federal Reserve Act, or of direct 
obligations of the United States. Each Federal Reserve bank must maintain a reserve in 
gold certificates of at least 25 percent against its Federal Reserve notes in actual circula- 
tion. Gold certificates deposited with Federal Reserve agents as collateral, and those 
deposited with the Treasurer of the United States as a redemption fund ,are counted as 
reserve. Gold certificates, as herein used, include credits with the Treasurer of the United 
States payable in gold certificates. Federal Reserve banknotes and national banknotes 
are in process of retirement. 


Senator Martone. And, as a matter of fact, cold turkey, under cus- 
tom of meeting foreign nation’s dollar balance with gold payments, 
we do not have the 25 percent of gold to back up the $26.5 billion 
according to law; is that true? 

Mr. Martin. If it were all drawn at one time. 

Senator Marone. Or over a reasonable period ; we’d not have it ? 

Mr. Martin. That is right. 

Senator Martone. And so you would have to rush madly up to Con- 
gress and it would have to reduce the required percentage. The gold 
would be gone before you got here. That would be right; would it 
not ? 

Mr. Martin. Well, if we had not paid it out, it would not be gone. 

Senator Matone. But you do not own it. It is like a banker calling 
his deposits capitalization. You do not say that a bank could claim 
the deposits simply because they were in the bank ? 

Mr. Martin. No, that is correct. 

Senator Matonr. Why do you then claim we own the gold when the 
foreign dollar balances can get it according to custom. 

Mr. Marty. I think it is correct in that sense. 

Senator Matone. I think it is deceiving Congress and the people, 
because they had no idea that out of the nearly $70 billion in gifts 
to foreign nations that they have built up credits to claim all but $534 
billion of the $24.2 billion that the United States owned in 1933. 
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I want you to understand this is a most friendly cross examina- 
tion, but the people have a right to know what the Congress and the 
Treasury and the Federal Reserve Board have done with their money. 

Mr. Martin. Right. 

Senator Matonz. Personally, I think you have done as well as could 
be done under the circumstances, which have been very bad, and 
deliberately so starting in 1933 when we left the gold standard and 
deliberately started an inflation period. It did not start yesterday. 
Since that time Washington has swarmed with people giving away 
Uncle Sam’s assets. 

We have given about $107 billion. If you would have subtracted 
that amount from the national debt, it would not look so bad. 

We buy these nations every year with taxpayers’ money—buying 
agreements they will not keep. 

If we would concentrate on making our economic system work, and 
remain strong instead of dividing our wealth, no nation would start 
a war. 

You know, nobody jumps on Jack Dempsey if they know who 
he is. That danger of losing a fight is what does it. Do you agree? 

Mr. Martin. I do. 

Senator Matone. What is the difference between nations and in- 
dividuals? 

Mr. Martin. Well, I cannot make a distinction on a personality 
basis. I think some of the same elements exist; I agree with you on 
that. 

Senator Martone. Well, the further you go, the more you are going 
to think they are alike, and Russia or no other nation is about to start 
a war with us while we can win it. You are dividing the American 
markets of the workingmen and the small investors among the low- 
wage foreign nations. 

You have milked them through their tax money, sending it to for- 
eign nations. 

I have news for you. When this economic dip comes this time you 
might wake up with the kind of government you think you are 
fighting. 

Do you have any idea I could be too wrong? 

Mr. Martrn. All I can say, Senator, is I am going to do every- 
thing within my power 

Senator Matone. I know you will. 

How often do you review the territory west of the Potomac River? 

Mr. Martin. I get out quite frequently. 

Senator Martone. Do you ever talk to anybody in business, or some- 
one who has a job he is afraid of losing through loss of American 
markets to foreign low-wage nations? 

Mr. Martin. I talk to quite a few of them. 

Senator Matone. I am glad you do. 

I just returned from the west—I do that every month or oftener, 
because if you do not see the people making a living the hard way 
this Potomac fever is fatal. 

In the beginning of your testimony you stated the objective of 
the Federal Reserve System operation is to “promote monetary credit 
conditions that will foster sustained economic growth, together with 
stability in the value of the dollar.” 
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Can you cite such statement of objectives in the Federal Reserve 
Act? at made you decide that should be your objective? 

Mr. Martin. I think if you read the Federal Reserve Act, and take 
it in conjunction with the Employment Act of 1946, which was also 
the law, that those objectives are quite explicit. 

Senator Matonz. You go beyond the Federal Reserve Act. The 
1946 Employment Act is where you get this objective. You did not 
get it out of the Federal Reserve Act, did you? 

_ Mr. Martin. Well, not line for line out of it. I supplemented 
it. 

Senator Matone. You read something in it that is not there? 
Then you coupled it with the 1946 Full Employment Act. How long 
have you been there? Since 1950? 

Mr. Martrn. I have been there since 1951. 

Senator Matons. Was the policy followed before you, generally, 
the same? 

Mr. Martin. I think so. 

Senator Martone. So the Chairman before 1946, was doing practi- 
cally the same thing—had the same objective. That would really 
be adding a managed economy to a managed currency. Where did 
he get the power to do that? 

Mr. Martin. I think he got it out of the body of the testimony on 
the law, and the evolution of thinking, generally. 

Senator Martone. The evolution of thinking, but not an amend- 
ment of the law. 

Mr. Martin. Not a specific amendment of the law. 

Senator Martone. Will you just cite the authority for what must 
have been the reason for adopting this as an objective, the objective 
of the System, which is to promote monetary conditions, as you say, 
that will foster sustained growth of the economy, together with the 
stability of the dollar? 

Tell me just where that occurs in the Federal Reserve Act. 

It is a very strange and dangerous power to put into 1 man’s hands, 
or in the hands of a 7-man board affecting 170 million people. 

It may come as a great shock to the people to find you have that 
power, or even to Congress that it gave you the power, if in fact any- 
thing shocks the Members of Congress. You will put it in the record; 
will you not ? 

Mr. Martin. I will. 

Senator Matong. Then you can tell me for the record how, taking 
the two acts together that you arrive at conclusion that you can man- 
age the currency and the entire economy too. It may shock the coun- 
try into a sense of responsibility to find that you are also managing 
the entire economy. You will put the explanation in the record. 

Mr. Martin. I will. 

(The information referred to follows :) 

The Federal Reserve Act does not contain any provision specifically stating 
that the objective of the Federal Reserve System is to promote conditions that 
will foster sustained economic growth and stability in the value of the dollar. 
However, this objective is implicit in the title of the act and in policy directives 
contained in various provisions of the act; and, taking such directives together 
with the declaration of policy contained in the Employment Act of 1946, it is 
clear that the promotion of credit conditions conducive to economic growth and 


the maintenance of the stability of the dollar is one of the most important ob- 
jectives of the Federal Reserve System. 
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The Federal Reserve Act is entitled “An act to provide for the establishment 
of Federal Reserve banks, to furnish an elastic currency, to afford means of 
rediscounting commercial paper, to establish a more effective supervision of 
banking in the United States, and for other purposes.” 

The law provides that discount rates shall be established by the Federal 
Reserve banks, subject to review and determination by the Board of Governors, 
“with a view of accommodating commerce and business” (12 U. 8. C. 357). 

The Board is authorized to change reserve requirements of member banks “in 
order to prevent injurious credit expansion or contraction” (12 U. S. C. 462b). 

The operations of the Federal Open Market Committee are subject to pro- 
visions of the law which require that the time, character, and volume of all pur- 
chases and sales in the open market “shall be governed with a view to accommo- 
dating commerce and business and with regard to their bearing upon the general 
credit situation of the country” (12 U. 8S. C. 263). 

The board of directors of each Federal Reserve bank, in extending credit to 
member banks, is enjoined to consider “the maintenance of sound credit condi- 
tions, and the accommodation of commerce, industry, and agriculture”; and each 
Reserve bank is required to keep itself informed of the general character and 
amount of the loans and investments of its member banks ‘with a view to ascer- 
taining whether undue use is being made of bank credit for the speculative carry- 
ing of or trading in securities, real estate, or commodities, or for any other pur- 
pose inconsistent with the maintenance of sound credit conditions” (12 U. 8. C. 
301). 

In prescribing margin requirements for purchasing and carrying securities, 
the Board is required by the Securities Exchange Act of 1934 to consider 
whether such requirements are “necessary or appropirate for the accommoda- 
tion of commerce and industry, having due regard to the general credit situation 
of the country” (15 U.S. C. 78g). 

The various policy directives which have been given by Congress to the 
Board, the Open Market Committee, and the Federal Reserve banks are more 
fully discussed in Chairman Martin’s replies to the 1952 questionnaire of the 
Subcommittee on General Credit Control and Debt Management of the Joint 
Committee on the Economic Report. These directives, as previously indicated, 
implicitly place upon the Federal Reserve System a responsibility for promoting 
monetary and credit conditions conducive to economic growth and maintenance 
of stability of the value of the dollar. That objective is supported by the 
declaration of policy contained in section 2 of the Employment Act of 1946, 
which reads as follows: 

“Sec. 2. The Congress hereby declares that it is the continuing policy and 
responsibility of the Federal Government to use all practicable means consistent 
with its needs and obligations and other essential considerations of national 
policy, with the assistance and cooperation of industry, agriculture, labor, and 
State and local governments, to coordinate and utilize all its plans, functions, 
and resources for the purpose of creating and maintaining, in a manner caleu- 
lated to foster and promote free competitive enterprise and the general welfare, 
conditions under which there will be afforded useful employment opportunities, 
including self-employment, for those able, willing, and seeking to work, and to 
promote maximum employment, production, and purchasing power” (15 U.S. C. 
1021). 


Senator Martone. Are not the basic purposes of this act stated in 
the long title which reads: 


An act to provide for the establishment of Federal Reserve banks, furnish an 
elastic currency to afford means of rediscounting commercial paper, establish a 
more effective supervision of banking in the United States and for other pur- 
poses— 


and also in section 12 (a), part 3, devoted to general principles, in 
which it is said— 
that time, character, and volume of all purchases of sales paper described 
in section 14 of this act as eligible for open-market operations shall be 
governed with a view to accommodating commerce and business with regard 
to their bearing upon the general credit situation of the country. 

Now, is that what it says? 

Mr. Martin. That is what it says. 
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Senator Martone. And you believe that? 

Mr. Martin. Right. 

Senator Martone. But your interpretation of it is that you must 
“promote monetary credit conditions that will foster sustained eco- 
nomic growth” ? 

Mr. RTIN. Right. 

Senator Matone. Would it not be more desirable to state that the 
objective of the System is to maintain the integrity of the United 
States dollar, its honesty and soundness ? 

Mr. Martrn. I think you could have stated it more explicitly than 
in the present act. 

Senator Matone. You think it would be a good addition to the act? 

Mr. Martin. I do not think it would be necessary. 

I think the most necessary amendment is to make clear what I 
believe to be implicit in the Employment Act, but there has been 
some question about making explicit the stability of the dollar as 
well as devoting all of our energies to promoting employment, be- 
cause I do not think you can separate the two. 

Senator Martone. When you promote employment, does it indicate 
to you that you shall print money to make it more available? 

r. Martin. No, it does not. 

Senator Martone. To promote employment ? 

Mr. Martin. No. The phrases in the Employment Act “maxi- 
mum production, maximum employment, maximum purchasing 
power” to me have to be—— 

Senator Martone. Tied to a sound dollar? 

Mr. Martin. That is right. 

Senator Matone. Your difficulty is that maintaining the honesty 
and soundness of the dollar and promoting full employment may not 
be compatible. Let me ask you, right at that point, if, as has been 
the case during the past 24 years, 53-percent reduction in the pur- 
chasing price of money is acknowledged, have we not really stolen the 
insurance value and the value of savings and lowered wages and 
pensions to that extent? Have we not done that? 

Mr. Martrn. [ do not think our record is very good. 

Senator Matone. You do not think we should do that ? 

Mr. Martin. I do not. 

Senator Matong. Some complain bitterly. The administration 
complains about the raising of wages, the rise in pensions. 

The President has on his desk today a pension bill for utterly dis- 
abled men, wheelchair cases, men who cannot walk. 

We kicked it out of this committee, a 10-percent increase in those 
pensions, so that they could eat, because of this inflation. 

So some White House spokesman indicates he might veto it. The 
President will never veto such a bill if he understands it, but if he 
does, it will pass over his veto, because it is right. 

We have continued the inflation. 

I say “we,” simply because of my inability to stop it, since we took 
over in 1953. I have never voted for free trade, billions to Europe, 
or a raise in the debt limit. The inflation has continued; has it not? 

Mr. Martin. Right. 

Senator Matonr. And there is no sign of slackening it up, is there? 

Mr. Martin. I think some progress has been made. 

Senator Matone. How? Tell us about it. 
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Mr. Martin. I think, in the last couple of years, I think we have 
brought the problems of inflation to the attention of the public. I 
think 

Senator Matoneg. There is no question about that. 

The public is catching up with you. I agree with you, and maybe 
you do not know it, but the people are getting ready to reverse the 
trend. 

Mr. Martin. Well, I am glad to hear it. 

Senator Marone. It might affect your job, because you have not 
stopped it, either. 

Mr. Martin. That is correct. 

Senator Matong. My personal opinion is, for whatever it is worth, 
that we do not stop inflation, go "ask on that gold standard; stop 
this free trade with low-wage nations by refusing to extend the 1934 
Trade Agreements Act in June next year; and stop this centralization 
of power in Washington; if we do not accomplish these things in the 
next 2 or 3 years, there will not be another Republican President in 
the life of the youngest Republican voter today. That is how serious 
it is, in my opinion. 

They cannot touch you for 2 or 3 years. 

Mr. Martin. Well, the Congress can abolish my job. 

Senator Matonr. What does the Constitution say about the coining 
of money and the fixing of the value thereof ? 

Mr. Martin. The power is in the Constitution. 

Senator Matone. Where does it put it? 

Mr. Martin. It puts it in the Congress. 

Senator Martone. Where is it now 4 

Mr. Martin. The Congress has delegated authority over the money 
supply to the Federal Reserve System. 

Senator Martone. In the Federal System ? 

Mr. Martin. That is right. 

Senator Martone. By virtue of the Federal Reserve Act ! 

Mr. Martin. That is right. 

Senator Martone. But we can abolish or amend the Federal Reserve 
Act any time we want to. 

Mr. Martin. That is right. 

Senator Martone. Well, do you think that is a good idea ¢ 

Mr. Martin. To abolish it ¢ 

Senator Matone. Yes. 

Mr. Martin. No. We are trying to perform in the System so that 
you will not want to abolish it. 

Senator Martone. But Congress has nothing to do with it unless 
you amend the act, do they # 

We can talk to you, but we cannot do anything through it. Your 
judgment cannot be questioned for anything done under that act, un- 
less we amend it? 

Mr. Martin. That is correct, but the act itself can be changed at 
any time. 

Senator Matong. Of course it can. But at the moment, Congress 
has not one iota of authority, except the authority to change the act 
in the coining of the money and the fixing of the value thereof, do 
they ? 
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Mr. Martin. Well, the Congress decided this was a problem, that 
money will not manage itself, and so they set up this means of han- 
dling it. 

Senator Matonr. They decided, too, that we should divide our 
markets with the nations of the world. Through the 1934 Trade 
Agreements Act they transferred the constitutional responsibility of 
Congress to fix the duties, imposts, and excises, to the President, with 
full authority to put it in Geneva, which he did do in 1947. 

Now 34 competitive foreign nations are busily engaged in Geneva 
dividing the markets of the United States among them. 

You said you did not know that, but you should know it? 

Mr. Martin. I said I would study it. I did know it, Senator, but 
I have not reviewed it recently. 

Senator Martone. You did know it? 

Mr. Martin. I did know it. 

Senator Martone. You think the act transferring that responsibility 
of Congress to Geneva is all right. It now expires in June 1958? 

Mr. Marttn. I would have to give it more study. 

Senator Matoneg. I wish you would, because I think we are going 
to see more of you later this year or early next year. 

Mr. Martin. I am at your service. 

Senator Martone. I know you are. 

I am friendly toward you. Like George Humphrey, I think you 
are doing the best youcan. Who is responsible for the money system ? 

You say Congress is responsible. What does the Constitution say 
about it; do you remember ? 

Mr. Martin. I have not got the Constitution. 

Senator Matone. Would you quote it in the record exactly together 
with the act ? 

Mr. Martin. I would be glad to quote the Constitution for you, 

es. 

(The information referred to follows :) 

Among other powers, section 8 of article I of the Constitution of the United 
States confers upon Congress the power “to coin money, regulate the value there- 
of, * * *.” This provision, however, is not the sole basis for the power of 
Congress to legislate with respect to monetary and credit matters. That power 
is derived not only from the authority of Congress to coin money and regulate 
the value thereof, but also from the following provisions of the same section of 
the Constitution which authorizes Congress— 

“To lay and collect taxes * * *. 

“To borrow money on the credit of the United States. 

“To regulate commerce with foreign nations, and among the several 
States * * *.” 

Senator Matone. I will tell you what it says, but I want you to 
quote it because it will have more weight. It says in article I, section 
8, that the Congress shall coin the money and fix the value thereof 
and of foreign coin. That is what it says; does it not? Is Congress 
doing it? 

Mr. Martin. I think Congress is certainly watching the Federal 
Reserve System very carefully. 

Senator Matone. I do not think they have watched it at all. I 
think this is the first time Congress has looked at it for 24 years. 

Mr. Martin. That is only the Finance Committee, Senator. 

Senator Martone. Yes; I know. We have done nothing about it, 
and we are doing nothing about fixing the value of foreign coin. 
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All I would like to see, as long as we are off the gold standard, as 
they are, is that when you buy their currency or trade with them, 
you do it on the market value of their money in terms of the dollar. 

Does that make any sense? 

Mr. Martin. It makes good sense. 

Senator Mavone. We are not doing it, are we? 

Mr. Martin. Well, I think, generally speaking, we are trying to. 

Senator Martone. How are you trying, diverting on that for a 
minute ? 

Mr. Martin. We have been working as hard as we can toward 
general convertibility of currencies. 

Senator Matone. Of what? 

Mr. Martin. All currencies. 

Senator Martone. Of paper? 

Mr. Martin. Yes. Iam talking about paper. 

Senator Matonr. How would you have the convertibility of paper, 
and what would you convert it into, another piece of paper ? 

Mr. Martin. We are talking in terms of—yes, to dollars. 

Senator Martone. Just another piece of paper ? 

Mr. Martin. Yes. That is, in the parlance we are talking, that 
is all that is required, as long as it is legal tender. 

Senator Martone. Why, of course. So any schoolboy could do that, 
until it took a wheelbarrow load of it to buy a plate of ham and eggs. 

Mr. Martin. As Mr. Marget points out, the International Monetary 
Fund has been working hard to abolish the differential between the 
black market and the official market, and we think that considerable 
progress has been made. 

Senator Matone. Of all the nations of the world. 

Now, did you borrow some gold from the World Bank not long ago? 

Mr. Martin. No. 

Senator Martone. About $100 million in gold, or something. Where 
did you borrow it? 

Mr. Marcer. We did not borrow any gold. 

Senator Martone. Let us not get crosswise, because I am going to ask 
you to look that up. 

Mr. Martin. We can get you the full transaction. 

Senator Matone. Well, you know there was a transaction ? 

Mr. Martin. Oh, yes, indeed. 

Senator Martone. But you got the gold from the World Bank? 

Mr. Martin. That is right. 

Senator Martone. How did you get it? 

Mr. Martin. From the Monetary Fund. Not the World Bank. 

Senator Martone. That is a technicality. You knew where you got 
it; you knew that, did you not ? 

Mr. Marcer. When you said “got it,” it is the sale of gold from the 
Monetary Fund to the Treasury. 

Senator Matonr. I am one of these people who asks questions until 
I get the facts. 

Mr. Martin. We want to give you all the facts in the world. 

Senator Martone. As a matter of fact, you do know there is not an 
honest currency in the world, except Canada. Their dollar is priced 
above ours in the market ? 

Mr. Martin. Well, Senator, I could not say there is not an honest 
currency in the world. 
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Senator Martone. Well, they are not honest when they fix the value of 
their currency in terms of the dollar higher than the market price. 
Mr. Martin. Well, there are managed currencies all over the world, 

Senator Matong. Answer that question. 

Mr. Martin. What? 

Senator Matong. It is not an honest currency if the price fixed in 
terms of the dollar, according to their law or executive decree, is higher 
than the market price? 

Mr. Martin. Well, that is a definition that you are giving. I think 
the word “honest” 

Senator Martone. Well, you make your own definition. What is it? 

Mr. Martin. Well, I say that the currency that is convertible, and 
has a legal backing and can be used for legal tender in a country, is 
perfectly sound as a currency. 

Senator Martone. I am talking about exchange in trade. For exam- 
ple, in Bolivia, when I was there in 1954, they said the dollar was 
worth 500 bolivianos. When on the streets you can get 1,700, do you 
say that is not a dishonest currency when they require all dollars to be 
turned in to the central bank at that price? 

Mr. Martrn. I would say that is currency that is being depreciated. 

I do not like to use the word “honest” in that. I am not trying to 
quibble with you, but I think it is the depreciation of the currency. 
I do not like it at all, and you and I are in complete agreement. 

Senator Martone. It is a simple depreciation of the currency. It is 
a way of fixing the value for trade advantage. 

If we want to trade badly enough with Bolivia, we make up the dif- 
ference and call it a “dollar shortage.” We give them an amount of 
money that makes the difference between the 500 and 1,700 bolivianos; 
isn’t that about it ? 

Mr. Martin. That is right. 

Senator Martone. What do you call that except a dishonest currency ? 

I worked on the open range for ranchers in 1914, surveying and engi- 
neering; and I had a checkbook to buy a waterhole if we needed it, and 
the price was right. 

Finally, the rancher said, “I don’t mind buying them once, if they 
would stay bought, but somebody else comes in and files on the spread 
and you have to keep buying them every year.” 

That was his objection, and it was the soundest thing anybody could 
ever say; isit not? 

Mr. Martin. That is right. 

Senator Martone. Weare buying them every year; are we not? 

What is that $3 billion or $4 billion foreign aid to be used for—to buy 
them every year ? 

I have never voted for billions of taxpayers’ money to foreign na- 
tions. I am opposed to buying treaties and agreements that will be 
broken when the tugs tighten. 

But, of course, your assistant would not have had that first job after 
he got out of the Army if Congress had not passed the Marshall plan. 
He might have to do to work. | Laughter. | 

I would let all these people—these point 4 people—go back to work. 
Ninety percent of them could not hold a job in private business. It isa 
disgrace. 

o you think it is an honest currency when nations fix a price on 
their currency in terms of the dollar higher than the market price? 
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Mr. Martin. I deplore depreciation of the currency just as much as 
you do, sir. 

Senator Matone. Would you think it is only depreciation of the 
dollar if we said a dollar is worth a pound by law? What would you 
call it? Would you call it an honest dollar because a pound actually 
is worth $2.10 or $2.20, so we could say, by act of Congress, or we gave 
the President the power to say that a dollar is worth a pound. 

Do you think that would be an honest dollar? 

Mr. Martin. You have to subject that to the test of the market. 

Senator Martone. Well, if the market says that the pound is worth 
$2.20 and we passed a law saying that the dollar was equal to the 
pound, would that be an honest dollar ? 

Mr. Martin. I would not—I hate to use the word “honest,” but it 
certainly 

Senator Matone. What are we going to use in all this world mess? 
Maybe we ought to tell the people the truth once ina while. It would 
not hurt and might help. 

Mr. Martin. I want to tell the truth. 

Senator Martone. Tell us what we ought to do. We might do that 
sometime. 

Mr. Martin. I think it would be a mistake—— 

Senator Martone. Do you think it would be a dishonest dollar? 

Mr. Martin. I think it would be a dollar that could not be main- 
tained. 

Senator Matonr. Well, you could maintain it if there was another 
nation big and strong enough to pick up the difference, could you 
not, and that is what we are doing, and we have been doing it now 
for 12 years, picking up the difference between the market value and 
the value the foreign nations fix on their currency; we pick up the 
check. 

The reason the system works is because we give them the money to 
make up the difference; to pick up the check; do we not? 

Mr. Martin. We have been supplying some foreign aid. 

Senator Martone. Was that all you cared about it? You know more 
than that. Why not give me an answer? 

Mr. Martin. Well, I simply cannot give you an answer that this 
has been a dishonest operation. 

Senator Martone. You just hate to say that ; do you not ? 

Well, I do not. And if we fixed the value of the dollar and said 
it was worth—well, you say now bolivianos are 14,000 to the dollar, 
suppose we said in a law or gave the President power to say that a 
dollar is worth 100,000, and on the streets it was 14,000, would you 
say it was an honest dollar? 

Mr. Martin. You could not determine the value of the dollar by 
decree. 

Senator Martone. Congress can do it—we just have not done it— 
and we have signed a contract with the Monetary Fund not to change 
anything without their consent. However, foreign nations do it to us. 

Mr. Martin. It changes all the time. 

Senator Matone. The foreign nations do get away with it under 
the provision of the Monetary Fund exceptions on account of dollar 
shortage or dollar balances. And we gave them the $70 billion since 
World War II with which to do it. Your man was with the Marshall 
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plan giveaway. We give them the money. You know that, do you 
not ? 

Mr. Marttn. I never thought of Arthur as the man who gave it 
away. 

Dmncter Matone. Of course. How else would he eat, unless some- 
body gave hima job? [Laughter.] 

Now, tell me. We are just wasting time. I know you know more 
than that. 

Mr. Martin. Well, I am sorry, Senator, but I cannot agree with 
you that this is a dishonest transaction. 

Senator Martone. It is not dishonest to have a dollar turned in for 
500, when there are 1,700 coming for it; it is not dishonest 

Mr. Marty. You are talking about the bolivi iano, now; I am talk- 
ing about the dollar. 

Senator Matonr. I am asking the questions. 

Why do you not get the number of bolivianos for the dollar or in 
trade what it is worth on the market in trade, or in terms of gold 
or silver, instead of the price fixed by the central bank of Bolivia? 

Mr. Martin. I think over a period of time the values are determined 
by the market. 

Senator Martone. You must know better than that. It has not 
happened since World War II at all, and really since we went off 
the gold standard. You are in the business. You are top man in the 
great Federal Reserve Board. I am just a bystander. [Even I know 
better than that. 

What do you think the trick phrase “dollar shortage” was created 
for by the London bankers, the catch phrase to sell our people the 
$17 billion Marshall plan in 1948? That, you remember, was going 
to be the end of all such gifts—just as was the $33, billion to England 
in 1946 the first time. 

Do you know what the Secretary of State testified to right here 
before the committee in 1955? He said it had to be permanent. ‘That 
is what he said, and you did not know that? Tell me, did you? 

Mr. Martin. Yes. Well, I knew that the Secretary of State was 
up here testifying. 

Senator Matone. Did you know what he said ? 

Mr. Martin. I have not reviewed his testimony. 

Senator Martone. Will you take my word for it, that he thinks it 
ought to be permanent? He wants it for 3 years now--this year. 
You did not know that? 

Mr. Martin. You are talking about the Marshall plan? 

Senator Martone. All of the plans—from the $33, billion gift to the 
International Cooperation Administration (IC A) all to make up the 
difference called the dollar shortage by the London bankers. 

You did not know what it was for? 

Mr. Martin. I followed all of the debate, and all of the discussion 
as carefully as I could. 

Senator Martone. Well, I will give you an idea. They were and 
are fixing the price of their money in terms of the dollar higher than 
the market price. Their money meant nothing in grams of gold, or 
ounces of silver. We have been giving them gold for dollar bal- 
ances—and billions to make up the difference in the value they arbi- 
trarily fix on their money in terms of the dollar, and the free market 
price. 
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Do you know that with Marshall plan gift money they could buy 
our gold, by building up dollar balances? 

Mr. Martin. Yes. 

Senator Martone. Then we deliberately gave our gold away, did 
we not? 

Mr. Martin. Some of the Marshall plan aid went into the reserves 
of the foreign countries. 

Senator Matone. Well, it is not the Marshall plan now; it is Mutual 
Security and ICA—International Cooperation Administration. 

Mr. Martin. Right. 

Senator Martone. I have news for you; this is exactly what happens: 
our Government sent this money to foreign nations—-who in turn 
fix a price on their money in terms of the dollar greater than it is 
worth on the open market, therefore they cannot get a dollar at the 
market price for it; then they call it dollar shortage. You know that; 
do you not? 

Mr. Martin. Yes. 

Senator Martone. All right. 

Senator Bennerr. This witness has been here for 3 hours and a 
half, Senator. Do you want to give him a little recess? 

Senator Martone. Yes, I would like to. 

Senator Bennett. Off the record. 

(Discussion off the record.) 

Senator Martone. By the stability in the value of the dollar in this 
reference I made to your testimony, do you not refer to a stable index 
of prices rather than the value of the dollar? 

Mr. Martin. Yes, I think so. 

Senator Matone. In other words, if it is going to be a managed 
dollar, what you really mean is that you have no method of measuring 
it on anything else, because you will not pay anybody but foreigners in 
gold, you will not pay an American citizen in gold, you will put him 
in jail if you find him with a piece of it in his pocket; that is right, 
is it not? 

Mr. Martin. That is right. 

Senator Bennerr. Senator, for the record, did they not change 
that, allowing him to have $100 worth? 

Senator Matonr. They may have, but it would only be a token 
gesture. 

Senator Bennetr. Would you like to ask the witness that? 

Senator Martone. Yes. 

Did they change it, so that a small amount might be retained ? 

Senator Bennett. A small amount; I think it was $100. 

Senator Martone. What was that change for, just so they could not 
put you in jail if you had a pocketpiece ? 

Mr. Martin. I think so, under the rule of reason. 

Senator Martone. What difference does it make for the purpose of 
this examination ? 

Mr. Martin. I do not think it is very pertinent. 

Senator Matone. It makes no difference. You make a jail bird 
out of an American citizen for having something that you gave away 
free to a foreigner. 

Mr. Martin. That would be a mistake. 

Senator Matone. Well, we doit,do we not? Are we not giving the 
money to them, money, handing it to them, as we did Marshall plan 
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money, as we did the ECA money, and 3 or 4 other funny names, and 
through those giveaway organizations they built up a dollar balance? 

Mr. Martin. They did. 

Senator Martone. All right. 

And we give foreigners something then and make it a jail sentence 
for an American to buy; is that right? 

Mr. Martin. We do. The Congress does it as part of a policy. 

Senator Martone. Of course, I do not blame you. Do you think I 
am blaming you for this? 

Mr. Martin. I do not. 

Senator Matonr. You know better than that. 

All I want you to be is frank and make a good record, so that a 
fellow out there in the cow country, my country, who wants to read 
this record, and some of them may do it, will have some idea of what 
is going on, and will not have to read a book, as your partner suggested. 

I guess that is the reason most all of these ex-Cabinet officers and 
others have written books when they get out. They write a book, 
nearly all of them. Very few read the books, and if they do, they 
would not know anything about the subject, because the so-called 
editors do not themselves know. 

If somebody would write a real book about this monetary system 
and tell the truth, they would do a great service to this country. That 
is what we are trying to do in the record. 

Now, it is the index that you are tying all of this to. 

How many commodities are there in this index? 

Mr. Martin. Well, I do not know the index. Do you know the 
price indexes that we use? 

Mr. Noyes. I assume he is referring to the consumer price index. 

Mr. Martin. Yes. We are talking about purchasing power? 

Senator Martone. When you say it is worth 47 cents, as was testified 
to here, 47.5, what is it based on, the commodity index ? 

Mr. Martin. We will put the description of our index completely 
in the record. 

Senator Matone. All right. That is all we need, just what it is, 
how many commodities, and how you weight it. 

Mr. Martin. Right. 

(The information referred to follows :) 


Tue CONSUMER PRICE INDEX 


The Consumer Price Index prepared by the Bureau of Labor Statistics meas- 
ures the average change in price of the goods and services bought by families 
of city wage earners and clerical workers. The complete title of this index, 
popularly referred to as The Consumer Price Index, is Index of Change in Prices 
of Goods and Services Purchased by City Wage-Earner and Clerical-Worker 
Families. 

The index reflects retail price changes of foods, clothing, housefurnishings, 
fuel, and other goods; fees paid to doctors and dentists; prices in barbershops 
and other service establishments; rents; rates charged for transportation, 
electricity, gas, and other utilities, etc. Prices are those charged to consumers, 
including sales and excise taxes. 

Prices for these goods and services are obtained in 46 cities so selected that 
their populations are representative of the entire population of the 3,000 cities 
in the United States. Prices in all 46 cities are then combined into the national 
index. ; 

The index measures the effect of price changes on the cost of the goods and 
services in the family “market basket.” The contents of the “market basket”— 
that is, the quantities and qualities of goods and services that represent what 
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families bought in 1951-52—is assumed to remain the same, so that the change 
in cost from month to month is the result of changes in prices. The index does 
not purport to measure the changes in spending of families that result from 
changes in their standards of living. It measures only the change in spending 
caused by changes in prices. 

The index covers approximately 300 items, with food and apparel accounting 
for somewhat more than half of this number. A recent tabulation prepared by 
the Bureau of Labor Statistics indicates the relative importance, in December 
1956, of major groups of goods and services represented. 


Composition of Consumer Price Index 
Relative 
Group importance 


All items 


Fuels, gas and electricity 
Housefurnishings 
Household operation 
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Transportation 
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The price changes of the various items from 1 month to the next are weighted 
by their relative importance in the preceding month. The calculating is done 
for individual cities, and each city is weighted in proportion to the wage-earner 
and clerical-worker population it represents in the index, based on 1950 census 
figures. 

Retail prices used in the calculation of the index are for detailed specifications 
of goods and services, and include sales and excise taxes. When an article can 
no longer be priced, a substitution is made (1) of another article which is 
adequately described by the same specification, or (2) of an article serving the 
same purpose but described by a different specification. 

Revisions in the index have tended to improve its usefulness as a measure 
of price changes affecting the families of wage earners and clerical workers. 
The most recent revision, in January 1953, consisted mainly in the addition of 
small cities, the updating of the “market basket” to a more recent and hence 
more representative period, and an increase in the number of items priced. 

Among the important uses of the Consumer Price Index two have attracted 
considerable attention. One is in connection with labor-management contracts 
involving automatic wage adjustments to changes in the price index. The other 
is the use of the index to estimate changes in “purchasing power of the dollar.” 

The notion of the “purchasing power of the dollar” is really just another 
way of looking at price changes. If, for example, measurements of prices show 
a doubling of average prices over a period of time, the same fact may be stated 
in terms of a reduction of one-half in what the dollar will buy. Measurement 
of changes in the dollar’s purchasing power must be based on an index of average 
changes in prices and the Consumer Price Index published by the Bureau of 
Labor Statistics is probably the index most frequently used. 

To calculate the purchasing power in 1956 of the 1929 dollar, one divides the 
price index for 1929 (73.3) by the index for 1956 (116.2), which equals 0.631 or 
63.1 cents. It is apparent that this is the reverse of the procedure to calculate 
the change in consumer prices from 1929 to 1956—which would be 116.2 divided 
by 73.3, an increase of 58.5 percent. 

Calculated in the same fashion, the purchasing power in 1956 was 47.6 cents 
for the 1933 dollar, 54.1 cents for the 1941 dollar and 82.2 cents for the 1947 
dollar. Stated in terms of average change, prices in 1956 were 110.1 percent 
higher than in 1933, 84.7 percent above 1941, and 21.7 percent above 1947. 
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Senator Matone. Another thing was, a very smart thing, you are 
now basing this index price of the dollar on 1948, is that right? 

Mr. Martin. 1947-49. 

Senator Matone. What was the idea of changing it from 1934, to 
make it look better ? 

Mr. Martin. To bring it closer to contemporary times. 

Senator Martone. Sure. 

If you changed it to 1950, it would be still closer to contemporary 
times and the index would probably show a purchasing power of 
around 80 percent or more, would it not? It would look pretty 
good. I guess you will do that one of these days, will you not? You 
can fool the young people and the older ones won’t count. 

Mr. Martin. We put into the record that the stability from April 
1951 to April 1956 was pretty good, a pretty good record, generally 
speaking. 

Senator Matone. What was it? What was the decrease in value 
of the dollar? 

Mr. Martin. It was about 1 percent a year during that period. 

Senator Matone. What has it been since then until now? 

Mr. Martin. Well, it has gone—it has gotten away from us there, 
that is what I was talking about earlier. 

Senator Matong. About 3 percent? 

Mr. Marttn. Yes; it is over 3 percent. 

Senator Martone. What has it been since we took over in 1952 until 
today, that is what I am interested in getting into this record. 

Mr. Martin. I think we have got a table in the record already, but 
we will put 1952 in. 

Senator Matong. That is all right, put it in the record. 

Mr. Martin. Certainly. 

Senator Matonr. Complete the record. 

Mr. Martin. We will be glad to. 

(The document referred to follows :) 

In December 1952 the BLS Consumer Price Index was 114.1 percent of its 
1947-49 average; in July 1957 it was 120.8. In this period, then, average con- 
sumer prices rose 5.9 percent. The wholesale price index for all commodities 
in December 1952 was 109.6 and in July 1957 it was 118.1; this is a rise of 
7.8 percent. The index of wholesale prices for commodities other than farm 
products and foods rose from 112.9 in December 1952 to 125.6 in July 1957, or 
by 11.2 percent. In other words, the purchasing power of the dollar for city 
wage-earner and clerical worker families (which is the group to which the 
Consumer Price Index relates) has declined 5.6 percent in the past 4% years. 
In markets for all wholesale commodities the purchasing power of the dollar 
has declined 7.2 percent, and in markets for wholesale commodities excluding 
farm products and foods the dollar now buys 10.1 percent less than at the end 
of 1952. Most of this price increase has taken place in the past 2 years. 

Senator Matone. What do you say it is offhand from 1952 to 1957 
at the present time? 

Mr. Martin. I think it would be 5 percent, about 5 percent. 

Senator Martone. Well, is that 5 years, four and a half? 

Mr. Martin. That is from 1952 to 1957, which would be 5 years. 
Most of it is in the period from April 1956 to—— 

Senator Martone. It is not 5 years, because 1957 is only half gone. 
It would be four and a half years, would it not? 

Mr. Martin. Four and a half years. 
Senator Matonr. You say 5 percent? 
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Mr. Noyss. Just about. 

Senator Matone. One and a quarter percent a year? 

Mr. Noyes. There was practically none from 1953 to 1955. 

Senator Matone. I do not care about that. I am talking about 
what we have done since we have been here. Is that higher or lower 
than from 1934 to 1952? 

Mr. Rierier. It would be lower. 

Mr. Noyes. It would be a lot lower than from 1934 to 1952; yes, 
sir. 

Senator Martone. Well, 1934 to 1952 

Mr. Noyes. Per year—wait a minute; I will have to check that, I 
cannot figure that that fast, sir. 

The index increased from 57 to 113 from 1934 to 1952, and that 





is 





Senator Bennett. It is double, if it were 114, it would be exactly 
double. 

Mr. Noyes. It has doubled in 18 years. 

Senator Matonr. How much is that a year, then? 

Mr. Noyes. About 2 years 

Mr. Rierter. It would be double in 35 years, if it were 2 percent, 
so that it would probably be 3. 

Senator Matonr. Two percent; so we cut it to about 114 percent 
per year, have we not? 

Mr. Martin. Right. 

Senator Matone. And it is getting bigger. The last year climbed to 
314 percent. Have you any reason to suppose it is not going to be 
bigger next year? 

7 Marttn. I find these hearings encouraging, of course, as an 
indication it will not get bigger. 

Senator Matone. Hearings are not going to have anything to do 
with it unless the top men change their ways. 

Congress has nothing to do with the Federal Reserve Board unless 
they amend the law. That is right, is it not? 

Mr. Martin. Well, Congress, has a great deal to do with how much 
is spent by the country. 

Senator Matone. I went all through that once with the Secretary, 
and if you want to bring it up again, you may do it. The White 
House dictates what Congress appropriates within 3 percent, accord- 
ing to the 24-year record. We do not have the guts to do anything 
about it. 

Mr. Martin. I will take your word for it. 

Senator Martone. No. Look it up, and I will be very happy to have 
your comment. I have conmainehan on it a good many times on the 
Senate floor and elsewhere. " 

Now, can a highly stabilized index of prices rest upon a multitude 
of economic maladjustments, or would that result in an unstable index 
of prices? 

Mr. Martin. I do not know how good our index of prices is, con- 
sumer prices. 

Senator Martone. I am talking about the change, not what you use 
as a foundation or any criterion, and then, of course, that is only a 
reference. 

When you change from 1934 to 1947, why, you are just fooling the 
public that much more, but it sounds a little better because the deterio- 
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ration is less. When you are ready, you can move it up to 1950, and 
say that compared to 1950 we have an 80-percent dollar, and that will 
sound even better. 

It looks like we are improving it, but we are not, and I believe the 
public is catching up with you, and if we do something about it soon, 
there may be blood, political blood, all over the place. 

Mr. Martin. I hope we will educate the public and they will get 
it exactly. 

Senator Martone. You do not need to educate the public. They are 
10 years ahead of you already—you need to educate the officeholders. 

Mr. Martin. That is fine. 

Senator Martone. What you need to hold this inflation is a stand- 
ard—an international yardstick—so that when you trade money with 
a foreign nation, you trade on grains of gold and ounces of silver. 

If you know a better standard than gold and silver, you have not 
suggested a better way. 

Mr. Marin. You certainly need standards. 

Senator Matone. Now, you need what ? 

Mr. Martin. Standards. 

Senator Matong. Good. You do, but you have none, do you ? 

Mr. Martin. Well, I think we have got some standards. 

Senator Martone. What are they? I would be very much interested 
in knowing about them. 

Mr. Martin. I think gold is a standard. 

Senator Martone. A standard? It is nothing but a commodity now. 
You are not on a gold standard except with foreigners, after you give 
them the paper dollars to buy gold. 

You print money and give it to them, or give them the credit. Then 
they can take that credit, or dollars, and come back and get the gold. 
That is all you do. 

You will put me in jail if I have over $100 of it, or any American 
citizen. That is right; is it not? 

Mr. Martin. That is right; it is a relationship that you use. 

Senator Martone. What is your relationship, and how do you say 
you areona gold standard? I just cannot go for that. 

Mr. Martin. Well, our relationship is to $35 an ounce, which is an 
arbitrary 

Senator Martone. That is right; you buy the gold for that, but you 
know nobody in the United States can produce it for that, so you are 
safe. Foreigners can produce it for $35 an ounce. You would, of 
course, buy Russian gold if it came in? You would buy it, would you 
not ? 

Mr. Martin. We would buy it, probably. 

Senator Martone. Well, they can produce it at $35 per ounce. I 
have information for you; they do not pay very much in the way of 
wages. They are paying about 700 or 800 rubles per month, and that, 
according to the proper exchange of 16 rubles to the dollar, would be 
about $50. 

Mr. Martin. Rubles. 

Senator Matone. Rubles per month, and while it costs me $40 a day 
to stay at a hotel and eat with my wife, they had a 4-to-1 rate on a 
dollar, just about as honest as Bolivia, not quite as honest as England, 
but on the same principle. 
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It is worth about 16, which would have made it about $10 or $12 a 
day, and would have made some sense. 

They are eating well, wearing warm clothes. 

Mr. Martrn. The standard of living seems to be rising? 

Senator Maronz. Yes. It is so much better than it was under the 
czars, and much better than it was 5 to 10 years ago. There will be 
no effective revolt. 

Further, no one thinks about it, but the little Balkan countries have 
never been free. They have been between Turkey, Germany, and 
Russia about 2,000 years, and if you turned them loose, it is like 
turning a minnow loose in a catfish pond—it is just a question of 
which one gets him. 

Mr. Martin. Right. 

Senator Martone. Turkey controlled Bulgaria for 500 years. Swe- 
den controlled Finland. Poland controlled Moscow. Turkey has 
overrun the Georgian and Armenian Republics many times in the 
last 100 years. 

They have controlled each other all over these years. So now we 
are going to furnish plenty of money so everybody is going to eat 
well and be happy. That is everybody but our own people. 

These index prices depend upon a number of factors, do they not, 
including rate of production, but not on gold at all? 

If you want to value your managed dollar, on the weighted price, 
you might have a drought which would change the relationship, is that 
not right? 

Mr. Martin. Well, the price of gold still remains at $35—— 

Senator Maronr. I am talking about the index prices. Gold price 
has no effect since you cannot get it. 

Mr. Martin. Well, the index has to be related to something, and 
it is related to gold. 

Senator Marone. I agree with you, it must be related to some- 
thing. 

Mr. Martin. It is related to the price of gold. 

Senator Marone. No, it is not, except that the price of the dollar 
is related to the index price, and you will buy an ounce of gold if 
somebody offers it, even if it is Russia, for $35, but you will not 
let a citizen of this country have it—so it has no effect on commodity 
prices. We went all through that, did we not? 

Mr. Martin. We did. 

Senator Martone. All right. 

Then the index, the prices, what are there, approximately 35 or 
40 of these commodities ? 

Mr. Noyes. Much more than that. 

Senator Martone. How many? 

Mr. Rierter. Well, the Wholesale Price Index now is several hun- 
dred ; it has been revised. 

(The following was subsequently received for the record :) 


WHOLESALE PrICcE INDEXES 


The Bureau of Labor Statistics regularly compiles and issues three measures 
of price movements in primary markets: (1) The comprehensive monthly index ; 
(2) a weekly estimate of what the monthly index would be if all the prices in 
the monthly index were collected and tabulated each week; (3) a daily index 
based on the prices of 22 commodities traded on organized markets or exchanges. 
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MONTHLY INDEX 


The Wholesale Price Index is a general purpose index designed to provide 
a continuous monthly series showing price changes, singly and in combination, 
for all commodities sold in primary markets of the United States. The index is 
based on a sample covering 2,000 separate commodities. 

“Wholesale” as used in the title of this index refers to sales in large lots, 
not to the prices paid or received by wholesalers, distributors, or jobbers. The 
price data used in constructing this index are those which apply at primary 
market levels—that is, the first important commercial transaction for each 
commodity. Most of the quotations are the selling prices of representative 
manufacturers or producers, or prices quoted on organized exchanges or markets. 

Transportation costs are included in the index only insofar as they are directly 
included in the primary market price. Usually, prices are selected f. 0. b. pro- 
duction or central marketing points, in order to avoid direct reflection of changes 
in transportation costs in the index. Delivered prices are included only when 
the customary practice of the industry is to quote on this basis. Subsidies and 
direct excise taxes are similarly excluded from the index as far as possible; 
these are not considered part of the “price” as defined above for purposes of the 
Bureau’s index. 

New items are not included in the index until they have become established 
both technologically and in the market. During their first few years of pro- 
duction, the changes in the price of such items may reflect product changes 
rather than those price changes which the index is designed to measure. In the 
developmental stage, too, the sales volume of these new items is usually too 
limited to influence the index appreciably. 

In general, the prices used in the index are selected to conform with the 
concept of seller’s net realization per unit of precise specification. As far as 
possible, the commodities are priced at the focal point of price making. Machin- 
ery, therefore, is priced f. o. b. factory; grains on the organized exchanges; 
fresh produce at central auction markets, etc. Net realization, as defined by 
market practice, means actual sales of precisely defined commodities, less normal 
discounts, in approximately similar quantities to similar classes of buyers—it 
does not mean an average realized value per unit for a range of similar com- 
modities. In other words, net realization means the price for a steel girder of 
precise size, shape, and quality to a precise class of buyers at a precise shipping 
point—not for a range of girders, buyers, or shipping points. 

The classification system of the Wholesale Price Index is essentially based 
on products or commodities rather than on industry, source, or end use. It does 
not exactly match either the Standard Industrial Classification, the Standard 
Commodity Classification, or the United Nations Commodity Classification. 
However, regroupings of the current classification can be made which will 
closely approximate any of these three classifications. The basic index is 
divided into 15 major groups and 88 subgroups. 

The index can be recomputed in accordance with other classification systems. 
A special regrouping for market analysis developed by the Federal Reserve is 
published in the Board’s monthly chart book. As currently constituted, the 
indexes shown are, in effect, summaries of the rather detailed “economic sector” 
indexes which were recently developed by the Bureau of Labor Statistics. 

As in all official United States index measures, the base period for the Bureau’s 
Wholesale Price Index is the average of of 3 years, 1947, 1948, and 1949. The 
basic weights for the index are total transactions as reported in the Census of 
Manufactures for 1947. Data for agricultural and extractive industry products 
were obtained from the Agriculture and Minerals Yearbooks for 1947: import 
data cover the year 1947, as reported by the United States Department of 
Commerce. 

It is the intention of the Bureau of Labor Statistics to review the entire 
weighting pattern approximately every 5 years. Benchmark data from the 1954 
Census of Manufactures will be utilized when it becomes available. In 1955, 
BLS introduced revised weights based largely on the limited information of the 
Census of Manufactures Annual Surveys. In addition, the BLS reviews detailed 
weights within the product classes and whenever necessary introduces new 
weights at the beginning of any year. New weights are not allowed to affect the 
level of the index in the month in which the change is made, and index users are 
notified of changes ; an overlap index using the old weights is computed in order 
to measure the effect of the new weights. Beginning with the final Wholesale 
Price Index for January 1955, weights are based on the average of the estimated 
dollar values of primary market transactions in the years 1952 and 1953. 
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The relative importance of the major groups of the Wholesale Price Index in 
December 1954 based on the latest weighting structure is shown in the following 
table. 

Composition of Wholesale Price Index 
Relative 


importance, 
Group December 1954 


All commodities 

Farm products 

Processed foods 

Textiles and apparel 

Hides, skins, and leather products 
Fuel, power, light materials 
Chemicals and products 

Rubber and products 

Lumber and wood products 

Pulp, paper, and products 

Metals and metal products 
Machinery and motive products 
Furniture and household durables 
Nonmetallic minerals 

Tobacco manufactures and bottled beverages 
Miscellaneous 


WEEKLY INDEX 


The weekly index represents the Bureau’s best estimate of what the compre- 
hensive index would be if all 5,000 individual quotations for the approximately 
2,000 series were collected each week, and if the complete index were calculated. 
The weekly index is based on actual prices for fewer than 200 commodities and 
estimated prices for all others. It is calculated as a percent change from the 
latest monthly index and converted to index form for publication. As soon as a 
comprehensive index is published for any month, all weekly indexes falling in 
that month are replaced by the monthly index. No attempt is made to maintain 
a continuous series by correcting these indexes. 


DAILY INDEX 


The Bureau of Labor Statistics, as part of its general program for maintain- 
ing the currency of its various price indexes, maintains a daily index designed 
to measure the price trend and movement of these commodities which, as a re- 
sult of daily trading in fairly large volume of standardized qualities, are partic- 
ularly sensitive to factors affecting spot markets and trade’s estimates of cur- 
rent and future economic forces and conditions. The daily index is based on the 
prices of 22 commodities, including 9 foodstuffs and 13 industrial materials. 

Senator Martone. What is the other index? 

Mr. Rierter. The cost-of-living index. I do not know, they have 
a great many prices in there. : 

enator Matonr. You are going to give me both of them for the 
record ? 

Mr. Rierter. Yes. 

Senator Martone. I am glad it was mentioned, and how it can be 
changed. - 

Mr. Rrerter. But they have added commodities to them over the 
years, at 

Senator Martone. And how you change it by adding commodities 
from time to time. How often do you make this computation, maybe 
once a year or twice a year? Whenever you do? 

Mr. Martin. Right. 

Senator Matone. But the index of those prices, whatever those 
commodities are, is affected by a lot of things besides any price of 
gold or anything else, are they not? I mean, their production, the 
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amount and rate of production, and general economic conditions are 
involved ? 

Mr. Martin. Yes, indeed. 

Senator Matong. Many factors? 

Mr. Martin. Many factors. 

Senator Matone. That is right. 

Now, is not the concept of economic equilibrium a better criterion 
as to the proper trends of an economic system than is a sustained 
economic growth? In other words, is there not a better concept, is 
not the concept of economic equilibrium correct, to let there be a gold 
standard, or something back of it, so an American can share in it? 
Would it not be better than tr ying to follow the will-o’-the-wisp of 
an index price that is affected by so many factors? 

Mr. Martin. Well, it is just a measurement that we use. 

Senator MaLone. I know that. But what you are trying to do, and 
I asked you that first, what you consider the objective to be, and you 
said a judged the amount of money in circulation to sustain economic 

rowt 
" The objective of the system is always the same, you said, to promote 
monetary and credit conditions that would foster sustained economic 
growth, and establish the stability in the value of the dollar. I hope 
we do not have to cover that again. It has nothing to do with the 
index. You have tied a managed economy to the managed currency. 

The index is probably the result, but whether conditions, and work- 
ing conditions, are involved. There are so many other factors, too, are 
there not? 

Mr. Martin. There are. 

Senator Matone. You are going to tell us why you are trying to 
manage the economic system as well as the currency, under what au- 
thority, and whether the Federal Reserve Act gave you that authority. 

Mr. Martin. Right. 

Senator Matone. Now, you have said that price stability is essential 
to that sustained economic growth. 

Now, is not the nature of business expansion such that prices tend to 
rise, particularly if the expansion follows a business recession or a de- 
pression ¢ 

Mr. Martin. Yes, there is—I think you are trying to get the maxi- 
mum stability here. This is not a precise mathematical formula. 

Senator Matone. Here is where you and I part company, and I want 
you to know that for the record. 

r. Martin. Yes. 

Senator Martone. And that is Congress should set down a principle 
under which its citizens may operate. Then they according to their 
individual judgment, can invest their money, sell their property or 
stock and do anything they want to do with their money and time. 
Cumulatively then the judgment of 160 million people, maybe 170 
million now, their collective “judgment would, in that event, determine 
the economic structure and conditions, if it were based on a principle 
of law and not the judgment of one man or of seven men—to change 
the rule while the ball is in motion, would it not ? 

Mr. Martin. In the overall. 

Senator Matone. Yes. 

Mr. Martin. Yes. 
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Senator Matone. What we are doing, we have one man sitting here 
as chairman of the Federal Reserve Board who is judging and making 
decisions on how much money ought to be in circulation at a given time, 
for something he is pleased to call “sustained economic growth”— 
when that very objective may not be compatible with the real objectives 
of the Board, stability in the value of the dollar. 

Is that not a cause for instability in business rather than stability, 
because after he has invested his money on his own judgment on a 

rinciple, then you change the rules while the ball is in motion, and 
e is dead? 

Mr. Martrn. I do not think we are very far apart, Senator. 

Senator Martone. Well, I am against anybody, any one man, or any 
seven-man board, having the authority to turn the managed currency 
into a managed economy—and nail down all the “safety valves” of a 
free competitive economy. 

If a principle is adopted by Congress as to the amount or percentage 
of aah or silver behind the money, any citizen can read and judge 
his business accordingly. Let the market be the barometer with the 
principle of law behind it. However, under present conditions you 
invest your money, then the Chairman of the Federal Reserve Board, 
here in Washington, says that more or less money must be put in cir- 
culation and the interest rate changes and breaks him. He could make 
a profit paying 4 percent, but he is broke paying 5 or 6 percent. 

So the man in Washington thinks it would promote stability of 
industry if he would print another $1 billion; so he puts it out. That 
is what you have testified to. 

Mr. Martin. But if he prints another $1 billion, and thereby de- 
preciates the currency 

Senator Martone. That is what you are doing; is it not? 

Mr. Martin. No; I donot think so. 

Senator Matone. Well, it has depreciated 53 percent in 24 years. 

Mr. Marttn. No, I think we are supplying some additions to the 
money supply for growth in the economy, but I do not think we can 
hope to have stability if we do not recognize what the price relation- 
ships are. 

enator Matone. You are managing the economy as well as the cur- 
rency. Whois “we” in that regard ? 

Mr. Martin. Well, I mean everybody. I do not mean the Federal 
Reserve Board here or the Congress. 

Senator Martone. You are the one who does it; are you not? 

Mr. Martin. No. 

Senator Martone. Who does it? Who recognizes this great factor 
that you need another $1 billion in circulation 

Mr. Martin. I think 

Senator Matone. Under the law? 

Mr. Martin. Well, under the law we have the responsibility for 
managing the money supply. 

Senator Matonr. You have the responsibility of reducing it or 
increasing it; do you not ? 

Mr. Martin. We have the responsibility. 

Senator Martone. Because you think that in 1946, they added a law 
that added to the Federal Reserve law that allows you to judge the 
amount of money they need in circulation to expand industry; do you 
not? 
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Mr. Martin. No. Ithink we had the authority before 1946. 

Senator Matone. But anyhow you have that authority now cou- 
pling the two acts? 

Mr. Martin. Right. 

Senator Matone. If you judge the monetary system, the business 
system—economic system of the country needs $1 billion more of 
printed money or $2 billion more, $1 billion less or $2 billion less, you 
can do that, can you not? 

Mr. Martin. That is what a managed currency system is. 

Senator Matone. You are in favor of it? 

Mr. Martin. Yes. I think the history of the 1860’s, the 1870’s, 
the 1880’s, during which the people finally agreed to accept the hazards 
of a managed currency in the Federal Resreve Act, were such, I think 
we ought to put all the safeguards we can around the exercise of 
those hazards, but you and I disagree as to whether they are necessary. 

Senator Matons. The Federal Reserve Act was passed in 1913; 
and there is evidence that many people who thought the Federal Re- 
serve Board was good in the beginning changed their minds, but too 
late. I do not say there should not be a Board as yet—but they cer- 
tainly should not manage the economy. 

I am trying to complete this record so we can study it. 

Mr. Martin. Right. 

Senator Matone. There will be 15 Senators sitting around the 
table discussing the evidence after it is all in. 

I will be one of them. 

Mr. Martin. And if we should not be in existence, why, I am the 
first one—— 

Senator Matone. Right now you raise considerable doubt whether 
you should be. 

Mr. Martin. Well, it is entirely your prerogative to have those 
doubts. 

Senator Matonr. It is. You just answered the question to my sat- 
isfaction that you now have the power to judge the adequacy of the 
money supply in circulation, and that you can regulate it, reduce it, or 
increase it in accordance with what you think may be the future 
demands of the economic system. 

Mr. Martin. The Congress gave us that authority and the Con- 
gress can take it away from us. 

Rnguary Matone. That is right. That is just what I wanted to 
ow. 

Congress, of course, is to blame. They are to blame for free trade, 
“funny money,” and billions to Europe. They can blame nobody else. 
You cannot blame the White House, because the Constitution does 
not say that Congress, not the White House, has the power to appro- 
priate money. 

The Constitution says that the President shall report to the Con- 
gress the state of the Nation; that is what it says. 

Mr. Martin. Right. 

Senator Matonr. And it does not say he shall write any legislation. 
It does not say that you have to vote for anything he sends up here. 
That is something thought up during the last 24 years. That was 
not thought up under our administration, but we just have not had 
the guts to stop it. 
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You have also stated here in the prior record, that the price stability 
is essential to sustainable growth. 

Now, in the nature of business expansion, such prices do tend to 
rise, particularly if expansion follows a business recession or depres- 
sion, 

I asked you something about that before, but do you believe that 
the Congress of the United States, and the Federal Reserve Act of 
1946 gave you full authority to judge, through your own Board as 
to the amount of money in circulation, needed to support what you 
called substainable economic growth ? 

Mr. Martin. I think that the Federal Reserve Act, and the Em- 
ployment Act, both, gave us that authority. I think we have a man- 
aged currency, and the Congress can take it away if they want to. 

Senator ne. And you have parlayed a managed currency 
into a managed economy. I am glad you are throwing it back in 
our teeth. You can document it, as you said you would. 

You also have said that inflation is the rising cost of living. Of 
course, we just generally make that remark. But why confine the 
inflation to a rising cost of living, rather than apply it to a rise in 
ve general, as measured by the index of so called wholesale 

rices 
F If inflation is to mean a rise in the cost of living, why not use those 
words, the latter words, and discard the confusing word “inflation” ? 

Is that clear what I am trying to ask you? 

Mr. Martin. Not quite. 

Senator Matone. Let me go over that again. 

Now, what do we call it? We call it inflation, and it covers a mul- 
titude of sins. 

That means when you buy a pound of meat, that should cost 50 
cents a pound and it costs $1.25, and the wages are not quite up to it 
that is an example of the cost of living. 

We are living on a war economy now. That is the way we are 
holding our standard of living. 

$40 billion a year, $37 billion for the national defense spending, 
and $3 billion or $4 billion or $5 billion, to go to foreign nations to 
buy our goods. It is a good system, as long as somebody can pick up 
the check, but folks at home are getting tired of it. 

Now, this rising cost of living, why confine it then to inflation? 
Why don’t we just call it, just use the rising cost of living so as to 
indicate what the dollar is worth ? 

Mr. Martin. I think that is perfectly proper. 

Senator Martone. You also indicated, or seemed to imply that sav- 
ings should equal investment demands. 

o long as the banks operate on a fractional reserve system, can 
an investment properly exceed savings, so long as the borrowers repay 
the loans when they mature? Just what did you mean that the 
investments must equal the savings, if you did say that? 

I have read the record you a 

Mr. Martin. I did not say that it should equal. 

Senator Matone. The investment demands, as I understood—— 

Mr. Martin. But I said you should not use bank credit, which is 
using new money to replace, to take the place of a deficiency of sav- 
ings when it comes to long-term investment. 
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Senator Matonre. Why shouldn’t you, if I suddenly make up my 
mind to go back into business, and I am able to go to a bank and can 
sign my note to borrow $10,000, why could I not invest that in my 
business again? What is the matter with it? 

Mr. Martin. Well, I think the simplest way of putting it is the 
difference between long-term capital and short-term capital. 

The banks, the commercial banks of the country are in business, 
they receive your deposits, as well as create deposits by making loans 
to you, and they should not be using short self-liquidating paper. 
They should not be using it to put up a factory or a building that 
will require 20, 25 years to pay out. That should come out of savings. 

Senator Martone. That may be true, but suppose amortization pay- 
ments take care of it—you are familiar with amortization ? 

Mr. Martin. That is right. 

Senator Matone. As all engineers and lawyers are—suppose we 
put up a plant that is going to take 25 years at 4 percent a year, and 
you know we are going to pay 4 percent, or 3 percent interest, the 

ank is willing to loan that money to me, or any other citizen, with 
proper safeguards, like other signatures to the note. What is the 
matter with it? 

Mr. Martin. I do not think that is what the bank is for. I think 
you ought to go to the capital market and sell some bonds. If you 
want to engage in that type of activity, I think that when the bank 
is using the deposits of all of us, and I think that it has to be in busi- 
ness to turn this money over, I think what we are trying to do here 
is to get some capital, which is capital formation, which comes from 
the flow of savings. 

Senator Matone. All right. 

Suppose I have good credit, I have savings of 25 percent, or what- 
ever it is, back of this business. What makes your statement hold 
water that you should not loan a man money when they know they 
cannot lose on the loan, that they have their notes secured ? 

Mr. Martin. You will get that money in the capital market. 

Senator Matone. I used to build roads, and I would get a bond, 
maybe I did not have that much property, or did not have savings, 
and I had to put up bond for $150,000, then other signers of the bond 
would make it safe. 

What is the matter with it? 

Mr. Martin. I do not say that it matters. I say there is a limit 
beyond which you cannot stretch bank capital, and you can get this 
money, and we have in this country—we are very fortunate in this 
country in having a good capital market, a well-developed capital 
market. 

Senator Matonge. It is better since they found out if they leave it 
in the bank it decreases in value every year; does it not? 

Mr. Martin. The capital market? 

Senator Matone. Yes. 

Mr. Martin. I think 

Senator Martone. It would encourage people who sell securities, 
because investors know they are going to lose money if they leave it 
in the bank. 

Mr. Marttn. It is because we do not want you to lose money if you 
leave it in the bank that we do not want the banks to engage indefi- 
nitely—— 
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Senator Matonr. Who is “we”? 

Mr. Martin. I am talking about everyone. 

Senator Martone. You are talking about the Federal Reserve that 
does not want people to do that; are you not? 

Mr. Martin. No, I am talking about a whole community. 


Senator Matone. Did Congress say that in the act? 

Mr. Martin. Congress has not spelled out short-term and long- 
term capital, but I think it is implicit in the Federal Reserve Act. 

Senator Matonr. Tell me how? 

Mr. Marttn. I am going to tell you in this statement how, but I 
think the statement today 

Senator Matone. I understand that, and that you have the au- 
thority to keep the banks from making a safe loan on that basis, so 
there is no chance of losing a depositor’s money at all, whether it is 
10 days or 10 years. 

But I referred you to a job, because I have gone through it many 
times, and I did not have the money to put up a bond, but somebody 
thought I knew how to build the road, and they were willing to sign 
it, and they had the property, so they knew it was going abe done. 

So what happened? The money was there. Whether it was $100,- 
000, $200,000, $50,000, or whatever it was, it was there. What is the 
matter with it? 

Mr. Martin. Supposing all the banks of the country had nothing 
but 20-year loans? Where would they get the money to pay off the 
deposits ? 

Benaloe Matone. No bank would endanger its position. Leave 
something to the bankers’ judgment. 

I am talking about allowing the people collective judgment to con- 
trol the market for money on principle. 

Mr. Martin. I think the souls are running the market on a 
principle. 

Senator Matoner. The people are waking up. they may be doing 
just that relatively soon. 

Mr. Martin. Fine. I want it, too, Senator. 

Senator Matonr. What you are telling me today is you do not 
want these banks to make these safe loans on their own judgment, but 
you, as Chairman, can determine whether the economic system needs 
$2 billion or $5 billion, or $10 billion more or less money for what 
you believe, in your judgment, after the evidence is all in, just like 
the Secretary of the Treasury fixing the interest rate, after the evi- 
dence is all in, you make the decision; do you not? 

Mr. Martin. We have today in this country a managed currency, 
and the Congress has authorized and approved the Federal Reserve 
Act. 

Under the Federal Reserve Act—— 

Senator Martone. Answer my question. 

Mr. Martin. That is the only way I can answer it. 

Senator Martone. “Yes” is the answer; is it not? 

Mr. Martin. “Yes” is the answer, exactly. 

Senator Matone. Of course. That saves our time. 

That is a 7-man Board, you told me, and you are the Chairman, 
and if I hear right, that 7-man Board goes along pretty well when 
you decide. 
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Mr. Martin. You do not hear right, then, Senator. [Laughter.] 

Senator Martone. I heard the Secretary of the Treasury here, and 
I have heard a good deal of testimony and I have been watching you 
for a long time at a distance, and for about 11 years pretty closely, 
but you do have the authority to judge what the industrial structure 
of, the economic structure of this country is going to need for its 
proper future growth, and issue the money that you consider necessary ; 

o you not? 

Mr. Martin. We have, under the Federal Reserve Act, taken into 
account the needs of commerce, industry, agriculture, for money, and 
we have a responsibility to manage the money supply. 

Senator Martone. And the Treasury has the right to fix the interest 
on Government bonds and you have the right to fix the amount of 
money in circulation ? 

Mr. Martin. No. We and the Treasury together have to use the 
market, which is made up of the thousands of individuals in this coun- 
try, as to whether they will or will not—— 

Senator Martone. I hope you do not tear down what the Treasury 
finally, after about half an hour, said, “Yes,” to “Are you the sole 
judge of what interest should be fixed on these bonds?” Mr. George 

umphrey finally said he was the sole judge. 

The Secretary of the Treasury said he received information from 
many places and people, but he was the sole judge, and you have al- 
ready affirmed that. That is right; is it not? 

Mr. Martin. But supposing his judgment turns out to be wrong, 
then he does not sell them ? 

Senator Matone. All right. He does not sell them. His judg- 
ment is bad, but nevertheless it is his judgment alone in the final 
decision ? 

Mr. Martin. He exercises judgment, but if he failsh—— 

Senator Martone. He may be out of a job. 

Mr. Martin. He is out of a job; that is right. 

Senator Martone. He did fail to stop inflation and he is gone. How- 
ever I think he did well with the bad deal we took over when he 
came in. 

Mr. Martin. He did very well. 

Senator Matone. I would rather you did not make a speech now, 
because I am going to stay here until you answer these questions. 

Mr. Martrn. I will stay here all night, Senator. 

Senator Maton. I know you will. 

It is his sole judgment as to what interest finally, after he has asked 
you, if he wants to, and everybody else he wants to ask, but he finally 
fixes that 5, 4, 3, 6 percent or whatever it is, on an issue of bonds, does 
he not? 

Mr. Martrn. It is his sole authority to place—— 

Senator Martone. That is right. 

Mr. Martin (continuing). To place on the Treasury issue a rate. 

Senator Martone. Now that is settled again. It is you and your 
seven-man board who have the sole authority, after all of the factors 
you take into consideration are completed, as to how much money 
should be in circulation ? 

Mr. Martin. To — the money supply. 

Senator Matone. You are the sole judge? 
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Mr. Martin. Well, the Federal Reserve System has the responsibil- 
ity of managing the money supply. 

Senator Martone. I do not care how long you stay here. Unless 
you answer the question as to whether you have the sole authority to 
fix the money supply. 

Mr. Martin. I oat that the Federal Reserve System. 

Senator Matone. Yes. That is good enough. That is very much 
to the point. The Board has the final say. 

Now, you said, you referred to, the current demand pulls, the cost 
push of rising prices. I do not understand that too well. 

Is it not a simple fact in economics that prices, except when fixed 
by Government, are the result of forces of both supply and demand? 

Mr. Martin. They are. 

Senator Martone. What are these demand pulls, and cost pushes 
that you use? They are new to me. 

Mr. Martin. Those are phrases that I thought were descriptive, and 
I said earlier that I do not think it makes any difference whether it is 
the wage push or the cost push or the price push. It is the interaction 
of costs and prices, which is the factor that makes for inflation. 

Senator Martone. Now, then, Mr. Chairman, what you probably 
mean is the law of supply and demand, if allowed to operate. 

Mr. Martrn. I will not quarrel if you want to discard those phrases. 

Senator Matong. That is much better. 

The factors are supply and demand, which, if left alone, will take 
care of it. 

Mr. Martin. That is right. 

Senator Matone. The facts are now, however, with $37 billion a 
year, we are buying much of the American output, much of which 
would be on the civilian market, for national defense; are we not? 

Mr. Martin. We are buying a great deal of this material. 

Senator Martone. Sure we are; and, therefore, we have what you 
might call a synthetic market and the supply and demand in civilian 
life is completely upset. 

Mr. Martin. There is no question of the fact that we have this 
large armament plan 

enator Martone. We are living on a war economy. We have not 
let the water settle in 24 years—starting with WPA; WPA in the 
early thirties. It merged into World War II, then Korea, and simul- 
taneously the worldwide “WPA” starting with the $334 billion loan to 
England, the Marshall plan, and preparation for war. 

r. Martin. All right. War economy means that there are no off- 
setting civilian goods for the purchasing power that is created through 
those expenditures. 

Senator Matonz. That makes it a little complicated, but I think 
your statement adds up all right. In other words, if suddenly start- 
ing tomorrow we stopped spending national defense money for 
60 days, what do you think would happen in this country ? 

Mr. Martin. I do not know. If you had a sudden cessation of— 
we have gone through this—a sudden cessation on anything in the 
spending stream—— 

Senator Martone. Not on anything. I am talking about the $40 
billion we are sending abroad and spending here for national defense, 
half of which we are wasting maintaining foot soldiers in 73 nations 
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throughout the world, 5 air corps, and terriflic waste in other de- 
partments. But the $40 billion a year that we are putting out for 
goods, if you quit spending it, what do you think would happen ? 

Mr. Martin. There would be a decline in business and an adjust- 
ment in business. 

Senator Matone. You think there would be just a decline and just 
an adjustment ? 

Mr. Martin. I think we would absorb it. It depends upon how 
long you are going to do it and it depends upon how permanent the 
operation is. 

Senator Martone. Well, according to the Secretary of State, he 
wants the billions of taxpayers’ money to Europe and Asia to be per- 
manent, all the taxpayers’ money all over the world, a division of the 
wealth, presumably to the point where the nations of the world are 
living alike, including the United States. 

Of course, when I think that out of the 2.5 billion people in the 
world, we have 170 million or thereabouts, that to distribute our wealth 
is like pouring a glass of water in the city reservoir, that is about 
what it is like; don’t you think? 

Mr. Martin. I think there is some of that element in it, but the 
point you are making about dropping $40 billion out of the spending 
stream at any given time means a dislocation in the stream. 

Senator Matone. That is right. It would just be a question of the 
extent of the dislocation. 

Mr. Martt. That is right, in my judgment. 

Senator Matone. And it might be pretty severe, might is not? 

Mr. Martin. It could be pretty severe if it came in one big drop. 

Senator Matone. Well, if it came in a year or 2 years, it could be 
very severe, could it not? 

Mr. Martin. It could be very severe in that time. 

Senator MaLone, Couldn’t it result in a panic? 

Mr. Martin. It could; yes. If you dropped that amount out, it 
could. It is very difficult to make adjustments in a spending stream 
of that magnitucle that quickly. 

Senator Matonr. Now, in another place you said that aggregate 
demand is in excess of the aggregate available of these resources at 
existing prices. What is the effect? 

Mr. Martin. That is why prices are going up. 

Senator Matone. How is the general law of supply and demand go- 
ing to operate and control when someone is sitting at the top in 
Washington judging if you need another billion dollars in circulation 
or take a billion out of circulation which may at any time dislocate 
the whole principie of the law of supply and demand. 

Mr. Martin. If we managed this money supply reasonably well we 
won’t be precise in it. You will find that supply and demand on the 
edges will always be perfectly apparent. 

What would be happening if we were supplying more money than 
has been supplied to the extreme today we would have a substantially 
greater increase in prices than we have had, and it would therefore be 
much more apparent to everyone than it is now, and it is already 
apparent to you, Senator, that we have inflation which is reducing 
the purchasing power of the dollar. 

Senator Martone, That is a matter of judgment. 

Mr. Martin. That is right. 
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Senator Martone. I am not judging that part of it now. I am try- 
ing to clarify the record. If Congress laid down a principle like it 
did 180 years ago and the principle carried through 1933, that a 
definite adequate a of gold must be behind the issued cur- 
rency, 40 percent for a long time, then individual citizens could judge 
what to do? 

Mr. Martrn. Until 1945 it was 40 percent, and in 1945 it was re- 
duced to 25 percent. 

Senator Martone. It was a little later than 1945; wasn’t it? 

Mr. Martin. No, it was in 1945. I will check it. 

Senator Manone. 1945; you are correct. I thought you meant the 
same time we went off the gold standard. You are » correct about the 
time the gold reserve was reduced. 

Mr. Martin. Right. 

Senator Maronr. Didn’t we then abandon the only principle we 
ever had that 40 percent in gold must be behind the currency ? 

Mr. Martin. From the start of the Federal Reserve Act to 
1945——— 

Senator Martone. To 1945? 

Mr. Martin. It was 40 percent against notes and 35 percent against 
deposits and it was changed in 1945. 

Seadien Matonr. To 25 percent? 

Mr. Martin. Right. 

Senator Martone. Because we were running short of gold? 

Mr. Martin. That is right. 

Senator Matone. If we keep shoveling out the gifts in money to 
foreign nations we are headed for another reduction to 10 percent or 
less one of these days; are we not? 

Mr. Martrn. I hope not. 

Senator Matonr. The testimony looks bad; doesn’t it? 

Mr. Martrn. I don’t think it looks as bad as you think. 

Senator Matone. We established the amount of gold we can rightly 

call our own. If the demands are made for gold in the regular man- 

ner by foreign-dollar balances and you paid it out as you customarily 
do, and you say it would be a debacle, probably a depression, if you 
stopped ‘such payments; the foreign-dollar credits outstanding, you 
would have under $6 billion of gold in the Treasury of the United 
States. 

Mr. Martin. That is right. 

Senator Matone. It is anybody’s judgment as to what these so- 
called allies might do if and when they suddenly decide that their in- 
terests have changed. That happens every few days in Europe and 
Asia—you are aware of these changes; aren’t you? 

Mr. Martin. I am. 

Senator Matone. Anyway, to clear the record, you had the 40 per- 
cent of gold behind the currency from the time the Federal Reserve 
bank was created in 1913? 

Mr. Martin. That is right. 

Senator Martone. What ‘principle of banking utilizing gold was in 
use prior to that time? 

Senator Martin. Prior to 1913? 

Mr. Marcet. May I answer this question ? 

Senator Matong. Yes. 
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Mr. Marcer. We had no central banking system prior to that, and 
the only type of banking that was under national legislation was the 
national banks. We had no central bank. The backing of the cur- 
rency then was basically certain specified issues of Government bonds 
except for a small cash reserve. 

Senator Matong. There was no gold required at all? 

Mr. Marcer. The gold certificates of course always were in the Sys- 
tem. Gold certificates were issued against gold which was sold to the 
United States Treasury. 

Senator Matong. Did you have to have hundred percent gold for 
each gold certificate? 

Mr. Marcaert. Yes, sir. 

Senator Martone. What percentage of the money issued was gold 
certificates ? 

Mr. Marcet. I would have to look that up as of 1913. 

Senator Matong. Would you do that for 25 years before 1913? 
Mr. Marcer. Yes, sir. We can do that. 

(The following was subsequently furnished for the record :) 


Percentage of total currency in circulation consisting of gold certificates for 
25 years before enactment of the Federal Reserve Act 


Ratio (per- Ratio (per- 
Total cur- | Gold cer- cent) of Total cur- | Gold cer- cent) of 
rency in | tificatesin| gold cer- rency in | tificatesin| gold cer- 
June 30— | circulation | circulation | tificates to June 30— circulation | circulation | tificates to 
(millions) | (millions) total cur- (millions) | (millions) | total cur- 
rency in rency in 
circulation circulation 
1889... $1, 380 $117 8.48 |] 1902.......... $2, 279 $306 13. 43 
eR iiihscacaon 1, 429 131 9.17 || 1903_- 2, 400 377 15. 71 
1891... ae 1, 497 120 8.02 |} 1904.. ‘ 2, 553 466 18, 25 
Se eihicn: ovsotnah 1, 601 141 8. 81 1905... 2, 623 485 18, 49 
re 1, 597 93 5.82 || 1906...... 2, 775 517 18. 63 
1894... ~ 1, 661 66 3.97 || 1907... 2, 814 600 21. 32 
1895... 1, 602 48 3.00 || 1908... 3, 079 783 25. 43 
i ittsocks 1, 506 42 2.90 th 2000. .....~<<<. 3, 149 815 25. 88 
er 1, 641 37 2.25 |] 1910... 3, 149 803 25. 50 
| ETRE 1, 838 36 1.96 |} 1911. 3, 263 930 28 
aii 1, 904 33 Se tic camanke 3, 335 943 28. 28 
Be wudJocce 2, 081 201 _\ tg Sees 3, 419 1, 004 29. 37 
Se acthinendee! 2, 247 11, 21 


s Source: Banking and Monetary Statistics, published by Board of Governors of the Federal Reserve 
ystem. 


Senator Matonr. My point is, to build this record, that until 1933 
a gold certificate and a silver certificate, if we had them, was re- 
deemable in gold and silver ? 

Mr. Marcer. Yes, they were. 

Senator Martone. You could go to a bank and get the silver or the 
gold coins? 

Mr. Marcer. Yes. Either the bank or the subtreasury would give 
themtoyou. This is prior to 1933, sir. 

a Matoner. You could get the hard money, the gold or the 
silver 

Mr. Martin. Right. 

Senator Matone. Then people had confidence in their money sys- 
tem—you could get a $20 gold piece for a gold certificate, if you had 
the money, and rub a couple of them together in your pocket and you 
felt like it was good United States money. 
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Mr. Martin. You have a lot of them out in your country still? 

Senator Matonr. Not gold pieces. 

Mr. Marty. Silver dollars 

Senator Matonr. They give you the paper stuff and you can get no 
gold at all—and silver for only a part of it. It is nothing. It 
promises to pay you—and you testified to it, just another piece of 
paper. Yet you can put out another billion of it if you believe it is 
needed for “sustained economic growth.” 

Mr. Martin. That is right. 

Senator Martone. So there is really nothing behind the money but 
promises to pay in more paper and you are the judge as to how much 
paper is to be in circulation. An American citizen cannot get gold 
and can only get silver for silver certificates. 

And you also know that foreign nations can get the gold with the 
dollar balances built up through gifts of taxpayers’ money. If an 
American citizen takes any of their money now, he cannot get the 
corresponding grains of gold and ounces of silver represented. Up 
to 1933 he knew he could do that. We don’t know that now, do we? 

Mr. Martin. We still have a currency that is based on metal, on 

old. 
5 Senator Matone. On what? 

Mr. Martin. On gold. 

Senator Matonr. Jn these foreign countries? 

Mr. Martin. I am not talking about foreign countries. 

Senator Matone. Our currency is not based upon gold when you 
cannot get gold for it. However, I am talking about dealing with 
an individual in a foreign.country. I deal with him, I go to his 
country and I give him some American money or I give it to the cus- 
tomhouse or I give it to the bank. I get a piece of paper in return, a 
rag or piece of metal; it represented before 1933 a certain number of 
grams of gold or ounces of silver. 

Mr. Martin. Right. 

Senator Martone. I could come back to the United States with pieces 
of foreign paper and go to a bank and they might take it at a severe 
discount. You know what you can do with the paper money of most 
foreign countries now. I could tell you, but it might not look nice in 
the record. 

Mr. Martin. There are different types of paper money from abroad. 
I brought back some Swiss francs the other day and I converted them 
in New York. 

Senator Maronr. You can do that. The Swiss have been smart. 
They have a little more horsesense. I might as well let you answer 
this now. Do you have any way of knowing how many numbered in- 
vestments and how much money is represented, brought into the 
United States in Swiss francs and invested in American stock? 

Mr. Marttn. No, I don’t. 

Senator Matonr. Does anybody know? 

Mr. Marcer. The Federal Reserve bank acts for the Treasury in 
trying to get figures with respect to investments here, but we are 
not able to go beyond any information that the Swiss choose to give us. 
You may know that we provided some answers just on that point; 
perhaps we might insert that in the record. 

Senator Maton. I remember that. I am coming to it again be- 
cause the Secretary of the Treasury said you would have to get the 

93633—57—pt. 3——22 
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rest of the information from the Chairman of the Federal Reserve 
Board. I have a long memory. 

Mr. Marcetr. When the vice chairman of the Federal Reserve Board, 
Governor Balderston, was testifying before another committee. 

Senator Matonr. I did not sit with that committee. 

Mr. Marcer. We can provide for this committee, sir, the answer 
to the questions on that point. 

Senator Matone. What was the question ? 

Mr. Marcet. The question was, What role does the Federal Reserve 
System play in collecting information with respect to investments—— 

Senator Martone. Can you demand that information from any re- 
liable source ? 

Mr. Marcer. Well, we simply ask the banks and the brokers who 
handle those things to give us the information, and we cannot go 
beyond what they choose to give us. 

Senator Matone. If they do not choose to give it to you, you can 
not get it ? 

Mr. Martrn. No, sir. 

Senator Matone. I wish you would expand on this, Mr. Chairman. 
Do they handle their deposits, from which these investments mainly 
are made in numbers and not names, so that all you know is a number? 

(The following was later received for the record :) 

The statement of the Vice Chairman of the Board of Governors of the 
Federal Reserve System, Mr. Balderston, has been published on pages 95-97 of 
the hearings before a subcommittee of the Committee on Banking and Currency 
on §. 594, S. 1168, and S. 1601 (May 22, 1957). 

Mr. Martin. I think that is correct. 

Senator Martone. You can’t get the name of the depositor? 

Mr. Martin. We can’t compel the Swiss to give us that. 

Senator Bennett. Just for the record as a member of the Banking 
and Currency Committee, we have verified this situation. The Swiss 
banks are forbidden by law to reveal the name of anyone having an 
account in a Swiss bank. 

Senator Martone. I knewthat. I wanted the Chairman to say it for 
the record. 

Mr. Martin. I do, indeed. 

Senator Matonr. They have sense enough to protect their own 
economy and as a result of that law and many other protective devices 
their franc is worth par or more and may be worth a good deal more 
even in dollars before we are through ? 

Mr. Martin. It is a very strong currency. 

Senator Matone. There is something else we all know, we just do 
not know the extent of it. Every dictator in the world, everybody 
who thinks he might have to move out fast and maybe a good many 
people of the United States who have more confidence in Swiss money 
than United States currency, have money in those banks; isn’t that 
right? 

Mr. Martin. That is right. 

Senator Martone. They have been smart enough to stay out of every 
war and become a depository, a central banking system for all people, 
including the dictators and kinds who are liable to have to make a 
quick move. 

Mr. Martin. They have become the depository for the world. 
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Senator Matonr. They are smart and they are always neutral. 
They know nobody will drop a bomb on them because they would de- 
stroy the money they have deposited there; isn’t that about right ? 

Mr. Martin. I don’t know that. 

Senator Matonr. You have told me enough to show that you do 
know it. 

They are smart enough to stay out of these cock-eyed trade wars in 
Europe that have been going on for 2,000 years. We got into one in 
1917. That wasmy war. We went.in on England’s side in a 40-year 
trade war with Germany. We have utterly and completely destroyed 
the only nation on two different occasions that could hold Russia in 
check. We do not need a pound of anything through the Suez Canal. 
We can produce everything we need in the Western Hemisphere we 
need for war and peace. But what we need to know about our own 
system now is whether it is good to have one man sitting in Washing- 
ton at the head of a Federal Reserve Board determining whether the 
business in Nevada or New Jersey or any other State should have more 
or less money in circulation for what he is pleased to call “sustained 
economic growth,” or whether there should be a principle by law such 
as we had before 1933. People can read and understand a principle 
set down by law. 

They can then invest their money on their own judgment of condi- 
tions without having a bureaucrat making a decision in Washington, 
destroying them while the ball is in motion. The record in this in- 
vestigation should help. Do you think it has any merit? 

Mr. Martin. I believe in free enterprise. 

Senator Matone. Of course you do. But we do not have it any 
more. 

Mr. Martin. I think the Congress decided—and I think they were 
wise in it—that the growth of this country required some management 
of the money supply, that money would not manage itself. 

Senator Matone. I understand what you think. The Federal Re- 
serve Board has very clearly parlayed managed currency into a man- 
aged economy. Congress can do something about it should we so 
decide, and that is what this hearing is about. Personally, the more 
I see of Washington, the less authority I want here to make arbitrary 
decisions. 

What I like to see is a principle established by law, then if a busi- 
ness does not work out under that principle after a citizen has invested 
his money, time, or work, he will take it. But it is bitter medicine 
to have it destroyed from here by the decision of an allwise office- 
holder. That is why I am in the Senate because I did not believe 
in a lot of the managed economy and international division of the 
taxpayers’ money that Washington has been conducting for 24 years. 

Mr. Martin. | think the responsibility of managing the money sup- 
ply isa very real one and a very important one. 

Senator Martone. I think it should be done on a principle, not the 
judgment of one man. You cannot stop with a managed currency, it 
continues into a managed economy. 

Mr. Martin. I think we are trying in the Federal Reserve to operate 
it on a principle. 

Senator Matonr. No, you are trying to do what you have testified 
you were permitted to do under the act, and that is to judge how 
much money ought to be in circulation for a sustained economic growth, 
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which is a very different thing. The amount of money in circulation 
determines its value; you agree with that, do you not? 

Mr. Martin. In accord with the principle of the laws of supply 
and demand, we don’t think we can force values or make values. 

Senator Matonr. My friend, I have news for you. Anybody that 
is able to judge the effect of the law of supply and demand ahead 
of time is a rich man. He does not have to hold some funny job. 
That is where we leave the track. People buy and sell stock on their 
judgment of the supply and demand ; don’t they ? 

Mr. Martin. They do. 

Senator Matone. And they take into consideration somebody might 
be promoting it, so they buy a herd of cattle or steers to feed and 
they take a chance that they are going to make money. But if some- 
body in Washington decides there is too much or too little money 
in circulation and breaks the market, he is broke. Maybe the judg- 
ment of the buyer was right, but his judgment would not mean 
— in the face of Washington juggling the money supply. 

; TIN. I think you have it out of perspective. 

Senater Marone. It could be, but investors in mining, livestock, and 
general producers cannot anticipate what a man in Washington 
may do. 

Mr. Martin. That is all I am trying to comment. The Congress 
has placed a very real and very important responsibility on the Fed- 
etal Ritatee for managing the money supply. 

Senator Matone. That we know, but it did not stop there—— 

Mr. Martin. Maybe they were unwise in doing that ? 

Senator Martone. I think they well may have been. 

Mr. Martin. But it is here. We try to exercise the authority which 
the act gives us and we believe we can only be successful in exercising 
it, when we recognize that the law of supply and demand is operating 
and we don’t try to—— 

Senator Matonr. Now my friend, you know that I realize that 
what you say is true, and I believe you to be an honest man. You 
are doing the best you can, but you cannot by any manner or means 
judge what the law of supply and demand will be, considering all 
these factors for a year ahead. No one can. But a principle laid 
down by Congress where people can invest their money on their own 
best judgment, and with a hundred million people doing that, it adds 
up to an economic structure, a system. 

Suddenly we want a managed currency, a managed economy. Wash- 
ington wants free trade so that when a citizen invests his money in 
a zinc mine in Utah, or a tungsten mine in North Carolina, or a textile 
plant, 34 foreign competitive nations sitting in Geneva can break 
these investors by the simple procedure of continuing lowering the 
duties or tariffs formerly used to equalize the domestic and foreign 
labor costs. 

So the investor is broke through no fault of his own, is he not? 

Mr. Martin. That is correct. 

Senator Martone. I doubt the advisability of leaving the American 
investor at the mercy of a Washington officeholder, or in the hands 
of foreign competitors. 

I had a visit with the British Secretary of the General Agreement 
on Tariffs and Trade organization containing the 34 foreign competi- 
tive nations. I had a nice visit with him. They are regulating our 
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a trade in Geneva—dividing the American markets between 
them. 

As long as you can sit in Washington and regulate the amount of 
money in circulation—and 34 competitive foreign nations can sit in 
Geneva and regulate the amount of protection furnished an investor 
or working man from foreign sweatshop labor—then Americans are 
just about up the creek without a paddle, are they not? 

Mr. Martin. But our intention is never to that point. 

Senator Matone. Your intention is good. Hell is paved with them. 
I never intimated your intention was not right. I say you cannot do 
it. It is impossible for any one human to judge the future for 170 
million people. The Constitution never contemplated such a thing. 
It was written to prevent just such a situation. 

Mr. Martin. So far as the money supply is concerned, Senator, 
prior to the Federa] Reserve Act we had a series of money panics. 

Senator Martone. Of course, we did, and we are riding for a worse 
one. You know it as well as we do. 

Mr. Martin. We will certainly do everything we can in the Federal 
Reserve to prevent it. I don’t think we will be unsuccessful. 

Senator Matone. Instead of preventing it, you are hastening it by 
inflation, trying to judge the amount of money needed for “sustained 
economic growth.” 

Mr. Martin. I can’t agree with you. 

Senator Matone. I live 3,000 miles west of the Potomac River. I 
just returned from a visit there. What do you think I went out 
there for? ‘To see for myself the effect of the actions of Washington 
and Geneva on the economy of the United States. I can show you 
whole communities dependent upon mining, textiles, pottery, chemi- 
cals, and hundreds of other products. 

Mr. Martin. Dried up by lack of money? 

Senator Matong. Dried up because they cannot operate on inflated 
prices in competition with $2 foreign labor. 

The Federal Reserve Board can print more money because they 
think it is needed for a “sustained economic growth.” 

In Geneva they can lower the duties or tariffs to assist undeveloped 
nations. 

The two of you are invincible in the destruction of the American 
workingmen and investors. The State Department says that Mexico 
buys more from us than we sell to them, and, therefore, if we try to 
save an American miner by adjusting the tariff to equal the differ- 
ences in the wages and the cost of doing business here and in Mexico, 
Mexico might not approve, if we try to keep our own people employed. 
We must give them the American market to hold their friendship. 
We must keep our own people unemployed. Then the State De- 
partment proposes to appropriate more of the taxpayers’ money, so 
that when these communities dry up, on account of the “free trade” 
policies then they would train ais workingmen for other jobs and 
compensate stockholders. That is the way they do it in Russia, only 
they don’t ask for a congressional act. 

Your Federal Reserve Board prices American producers out of the 
world markets through a managed currency and a managed economy. 

In Geneva 34 foreign competitive nations are busy dividing the 
American markets among them by continual lowering of American 
duties or tariffs through multilateral trade agreements. 
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Congress is sending the American taxpayer’s cash to European and 
Asiatic nations through the Marshall plan, ECA, mutual security, 
and ICA. 

The Import-Export Bank, the International Fund, and two other 
international organizations largely financed by Uncle Sam are busily 
engaged in promoting American investments abroad to use the sweat- 
shop labor and import the goods here. It is tough for an American 
workingman or investor to win. 

Senator Bennett. Senator, it is 6: 30. 

Senator Matonr. I told the chairman I would finish today. Mr. 
Martin is willing to stay. If you are not, I will guarantee you we are 
not going to burn the building. 

Senator Bennett. How much longer do you think you will be? 

Senator Matone. I have several questions and the simpler they are 
answered, the sooner we will complete the hearing. 

Mr. Martin. I am perfectly agreeable. 

Senator Bennett. Do you want to recess? 

Mr. Martin. I am agreeable. 

Senator Bennett. Do you want to recess? 

Senator Martone. No, sir; I don’t want to detain you or anybody 
else. 

Senator Bennett. O. K. 

Mr. Martin. I have complete confidence in Senator Malone. 

Senator Bennett. It isn’t a question of confidence. 

Mr. Martrn. I know that. 

Senator Bennett. I have been thinking of the convenience of the 
witness and the fact that he has been here now about 7 hours. 

Senator Martone. If he would like to come back in the morning, I 
would be agreeable. 

Mr. Martrn. I would rather finish tonight because I have a meet- 
ing tomorrow at 10 o’clock where the Reserve bank presidents are 
coming from all around the country. 

Senator Martone. We are all busy tomorrow and would like to 
finish today. 

Senator Bennett. I will leave the gavel in Senator Malone’s hands. 

Senator Matone. Thank you. 

Senator Bennett. And assume that before you and Senator Malone 
die of hunger 

Senator Martone. We would not mind if we missed a couple of 
dinners; it might keep our weight adjusted. 

Senator Bennett. As long as it is not a drain on the money supply. 

Senator Martone. We will manage. 

Now we are ready to complete the hearing. 

Now you also said in your former testimony that “there is no 
validity in the idea that inflation once accepted can be confined to 
moderate proportions,” that was your testimony wasn’t it? 

Mr. Martin. That’s correct. 

Senator Martone. What do you think will have to be done to re- 
verse the trend that you have already testified has been increasing 
during the last year? 

Mr. Marty. I spelled that out in my opening statement, Senator. 

Senator Martone. Yes. Just condense it. 

Mr. Martin. Yes, sure. I think we have to have a larger budget 
surplus than we have had. We have to cut Government expenditures 
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and have a larger budget surplus than we have had or have in pros- 
ect and I think we have to have the Congress and the Board and the 
reasury, all of us, constantly looking at every Government program 
that comes up in terms of the fact that we have an inflationary period 
that we are in and definitely convince people that we are going to do 
something about it. 

Senator Martone. What do you mean by a larger budget surplus, 

appropriate more money ¢ 
r. Martin. No, I mean not appropriate more money. 

Senator Matonr. You mean cut down the appropriation and cut 
down expenditures ? 

Mr. Martin. That’s right. 

Senator Matone. Are you talking about expenditures within the 
United States? 

Mr. Martin. I’m talking about all expenditures, public and private. 

Senator Matone. I have been talking about useless public expendi- 
tures in foreign nations. 

Mr. Martin. Public expenditures. It is overall. 

Senator Martone. You want us to cut down in domestic spending as 
well as the foreign ? 

Mr. Martin. Right. 

Senator Martone. What would you do with this expenditure— 
since World War II, we have put out about $70 billion to foreign 
nations, starting with the lend-lease and the 1946 “loan” to England, 
it adds up to shen $107 billion. We are still supporting these na- 
tions, that is what I called visiting our star boarders first, you know? 

Mr. Martin. Right. 

Senator Matonr. What would you stop spending first? Would you 
stop spending building projects in this country under the 55-year 
principle of irrigation and reclamation—and flood control projects, 
under the 75-year principle under the Army engineers? Would you 
cut down domestic expenditures for the benefit of the American 
people—in favor of continuing payments to foreign nations? 

Mr. Martin. I am not competent to answer that. I am talking 
about the necessity of having a larger budget surplus in a time of 
ee activity and intense utilization of resources such as we have had. 
A — reviewed the program of the Government and I don’t 
thin 

Senator Matone. I think it would be good if you reviewed the 
whole picture. 

Mr. Martin. I don’t think I am asked in my job to tell the Budget 
Bureau or tell the President, or the Congress what they should or 
should not appropriate. 

Senator Matong. You made a statement that these expenditures 
should be cut. Before you make such a statement, I think you ought 
to know what the administration is doing. 

Mr. Martin. I am talking about it as a general principle and we 
agree that general principles are important. 

Senator Matone. What we have left, if any. 

Mr. Martin. I am little more optimistic than you are. 

Senator Martone. You have just testified that there is none in your 
business, it is a matter of the judgment of the Board. That is not 
a principle. Suppose you accepted a better job tomorrow and some- 
body else came in, you know there might be a very wide difference in 
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policy, might there not? And you are very likely to be supplanted 
y 1960 if we keep this up. 

Mr. Marttn. I am likely to be supplanted at any time. 

Senator Matone. Of course. 

Mr. Martin. That’s right. 

Senator Matons. And you are not likely to be there too long? 

Mr. Martin. That’s right. 

Senator Matong. Suppose someone came in with a different judg- 
ment that more or less money ought to be in circulation, the citizens 
of this country would be subject to quite different conditions; would 
they not? 

Mr. Martin. There would be a change. 

Senator Matone. Is there any reason why he couldn’t do that un- 
der the law? 

Mr. Martrn. You mean if he had my job? 

Senator Matone. Yes. 

Mr. Martin. None whatever. 

Senator Martone. I think we are getting closer together. In other 
words, the Government of the United States should be run on principle, 
not on individual judgment, and subject to the current whims or 
judgment of the current officeholders. 

ape I think the Federal Reserve Act is a combination of 
government by law and government by men. 

Senator Matone. In such a case the government by man dominates. 
For the last 25 years we have definitely drifted toward a government 
by men. The President judges whether we ought to be in the zinc 
business in the United States or not. He is the judge as to whether we 
ought to be in the textile business in the United States or not, with the 
State Department working through Geneva dominating the situation. 
The State Department has 1 member out of a 35-member committee 
sitting in Geneva and they agree upon multilateral agreements lower- 
ing tariffs, each with 1 vote. You are not in the zinc-lead business. 
You are not really in the textile business. Five thousand products 
will be injured when we substantially reduce the war economy. 

You are saying there is $50 billion of American capital already in- 
vested abroad using the cheap labor and importing the goods. In 
addition, we have put in $70 billion of taxpayer moneys to build these 
plants in low-wage countries so they can manufacture this stuff with 
$2 labor and bring it in here and put the American workingmen on 
the street and the investor out of business. 

I do not believe we will extend the 1934 Trade Agreements Act 
when it expires in June of 1958. The regulation of our foreign trade 
will then revert to the Tariff Commission, an agency of Congress, to 
adjust the duties or tariffs to take the profit out of the low-cost foreign 
labor at the water’s edge. 

You say you do not accept the idea of inflation but you go along 
with it on a managed currency. 

Mr. Martin. We not only don’t accept it but we do everything in 
our power to resist it. 

Senator Matone. But you have it. 

Mr. Martin. We have not been entirely successful. 

Senator Matong. It is increasing, isn’t it ? 


Mr. Martin. No. 
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Senator Martone. You testified that it has increased by 3 percent last 
ear. 
; Mr. Martin. I don’t think the record of the last year is very good; 
I agreed with you on that. 
enator Matone. Neither do I. 

I do not think any man in the world could exercise such judgment 
successfully. We have an official in the White House, the Director 
of Defense Mobilization. He determines the short amortization tax 
writeoffs. It is his sole decision to make. I don’t think any man in 
the United States should have that authority. And we did arrange 
to stop it in 1959. It came out of this committee. That office ap- 

proved more than $40 billion of such tax writeoffs. 

Probably not more than 10 percent of the Washington employees 
could make a living in business—in a private business. You know 
that better than I do. But they can make the rules for the man who 
has his blood money in a business under which he must succeed or go 
broke. 

This is out of your field. But it is just another example of Govern- 
ment by men. 

Now, is it a fact that prices couldn’t get so far out of hand, even 
with poor management and the use of credit, when a currency is 
redeemable in gold as they can under a managed currency when the 
currency is not redeemable; isn’t that a fact ? 

Mr. Martin. I don’t think that the redeemability in gold is the 
controlling 

Senator Martone. Any kind of hard money ? 

Mr. Martin. Is the controlling factor in whether prices get out of 
hand or not. 

Senator Matone. You don’t believe it is. 

Mr. Martin. No. I think you can have a collapse—when we went 
off the gold standard it was fundamentally because of the collapse 
that was imminent because it was too great ‘for people to accept. 

Senator Matonr. What do you think it is going to be next time? 

Mr. Martin. I have no idea, Senator, but I assure you that we 
will do everything we can in the Feder al Reserve to have a money 
supply that will retain its value and contribute to st: ibility. That’s all 
Tcan give you. It isa pious hope, a pious wish. 

Senator Martone. You don’t think it helps it any to have it re- 
deemable ? 

Mr. Martin. I don’t think that would alter—— 

Senator Matonr. You see, Mr. Chairman, maybe you forget it, you 
have been here east of the Potomac for quite a while. If you have a 
shortage of some product, the price goes up, making it profitable; 
people will enlarge their plants if they know the principle, the rules 
are going to be the same. 

But if they knew that after they invest this money that you, sitting 
in Washington, can destroy the feasibility of the business by printing 
more money or decreasing the supply, then their investment is gone 
and with it the confidence in the system. 

I am talking about 5,000 different products. If there is a shortage 
of anything, and people know the principle under which they are 
operating, they soon make up the supply. No matter what it is, it may 
be corn or ‘wheat; isn’t that right ? 
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Mr. Martin. That’s right. 

Senator Martone. If the Government officials stay out of it, the law 
of supply and demand takes over if there is a principle of law. But 
to have a Government official arbitrarily changing the rules while 
the ball is in motion—there is a difference, isn’t there ? 

Mr. Martin. I think there is a difference. It might be wise to go 
back to a laissez faire system. 

Senator Martone. What is that? 

Mr. Martrn. I use that loosely; just let nature take its course. 

Senator Matone. That is not what I have said. What I have said is 
have a standard and a principle and have redeemable currency. Do 
you call that laissez faire, or whatever it is? 

Mr. Martin. What are you going to redeem it at; at some price. 

Senator Martone. Let Congress fix the redeemable figure as they 
ly did. They represent the people. You do not represent any- 
body. 

Mr. Martin. I represent the Congress. 

Senator Matonr. You do. Maybe you think you do. 

Mr. Martin. We were appointed by the 

Senator Martone. By whom? 

Mr. Martin. By the President with the consent of the Senate, under 
the act. 

Senator Martone. Who turns the President down? We approve any 
presidential appointment if his character is good. 

Mr. Martin. Under an act passed by the Congress of the United 
States. 

Senator Marone. That is right. What is the use of borrowing 
money and going into the zine business when a multilateral trade 
agreement made in Geneva can break the business? We used to nro- 
duce two-thirds of the zinc they use in this country. We produce 
about a third of it now, or did until recently—now the mines are down. 

We have a State Department with one thought, and that is to dis- 
tribute the markets of the United States among the low-wage nations 
of the world. The testimony is there. Dulles said, sitting in that 
chair, that if in the President’s judgment the international situation 
would be bettered by allowing an American industry to go broke 
through low-wage, foreign competition, then it would be shut down, 
under the 1934 Trade Agreements Act. Foreign trade should be 
regulated on the principle of fair and reasonable competition and let 
the Tariff Commission recommend the tariff to do the job. But the 
Tariff Commission should not decide whether they believe a certain 
American business ought to operate—like you are deciding how much 
money ought to be in circulation for “sustained economic growth.” 

You do not believe that redeemable currency would affect the situa- 
tion ? 

Mr. Marttn. Not as you have outlined it; no, sir. 

Senator Martone. Then, in another place, you say you “do not favor 
high interest rates.” Why should we not favor the high interest rates 
that the Secretary has fixed? That is a question to you. 

Mr. Martrn. I don’t think there was any alternative to his raising 
the interest rate. My point was that I would hope that in the long 
run that the interest rates would not have to rise. 

Senator Martone. You would hope. But what would you do about 
it, if they did not buy your bonds on the market ? 
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Mr. Martin. If the Treasury didn’t sell its bonds? 

Senator Martone. Yes. 

Mr. Martin. You wouldn’t do anything about it ? 

Senator Matonr. You would raise the rate of interest until they 
were sold on the market ? 

Mr. Martin. That is the Secretary of the Treasury’s. 

Senator Matone. That’s right. But my question was you don’t 
favor the high interest rate, so what do you favor in order to sell 
the bonds? Print more money ? 

Mr. Martin. No. I was merely talking about it as a general idea, 
Senator. 

Senator Martone. Well, of course, we can just make a flat statement 
and walk away from it, but they have to sell the bonds, do they not? 

Mr. Martin. They have to sell the bonds and, under present condi- 
tions, they have had to pay higher interest rates. 

Senator Martone. You agree with that, so why do you say you are 
not in favor of it? 

Mr. Martin. I was talking that it would be my hope that they 
would be able to sell bonds at a lower interest rate. 

Senator Martone. That is a better word. But you don’t know they 
can’t. 

Mr. Martin. Not at the present time; that is correct. 

Senator Matone. We watched this thing from the beginning. 

You remember when they, our Government, went off the gold stand- 
ard, immediately the dollar started to cheapen, didn’t it? 

Mr. Martin. Yes; I believe it did. 

Senator Martone. They started to print money. The worst kind of 
inflation. People began to complain when the money bought less. 
The propaganda came from Washington by the ton that a dollar is a 
dollar, do you remember ? 

Mr. Martin. That’s right. 

Senator Martone. The only people to whom a dollar is a dollar is 
the bank; isn’t it? They loan you $5; all they want is $5 back. If 
you deposit $5, they will give you $5 back. Whether it buys 20 per- 
cent of what it would purchase when you gave it to them, makes no 
difference to them, does it? 

Mr. Martin. No. 

Senator Matoneg. A dollar isa dollar? 

Mr. Martin. That’s right. 

Senator Matone. But is it a dollar to the man who put it in and 
left it a few years and then takes it out to buy something or to put 
the children in school ? 

Mr. Martin. No. That is why we want to preserve the purchasing 
power of the dollar. 

Senator Martone. Do you remember the propaganda 10 feet deep 
all over the country in the thirties that a dollar is a dollar, what are 
you complaining about ? 

Mr. Marttn. I don’t remember. 

Senator Matone. How old are you? 

Mr. Martin. Iam 50. 

Senator Manone. It came along in the thirties. You should re- 
member. I remember it. I was State engineer in my State then. 
I said yes, a dollar is a dollar in paper money but if it will just buy 
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half as many groceries, it won’t do you very much good unless you get 
your wages raised. That was a correct statement; wasn’t it? 

Mr. Martin. Yes. 

Senator Martone. We are still using these catch words and phrases 
such as the “dollar shortage,” “trade not aid,” and destroying our own 
country. 

You treat inflation in another place as a rise in prices rather than 
a rise in cost of living. What is the use of the word inflation when 
you can describe it as manifested by the forces with which we are 
dealing, that is the prices? 

Mr. Martin. Right. 

Senator Martone. In your judgment it would be better to recognize 
what is happening? 

Mr. Martin. Right. 

Senator Matonr. Get away from this general term? 

Mr. Martin. Right. 

Senator Martone You say there is no question that the Federal 
Government and the American people pulling together have the power 
to stabilize the cost of living? Just how would they do it on managed 
currency ? 

Mr. Martin. On managed currency ? 

Senator Matonr. Yes. 

Mr. Martin. By holding the line on the supply of money. 

Senator Matone. Who 1s going to hold it? 

Mr. Martin. The Federal Reserve Board. 

Senator Matoye. Have they done it? 

Mr. Martin. Not as effectively as they should. 

Senator Matonr. What are you going to do about it? 

Mr. Martin. Try to do better. 

Senator Matonr. How long have you been in there? 

Mr. Martin. Six years. 

Senator Matorr. Since 1950? 

Mr. Martin. Six years. 

Senator Matonr. It is quite a while; isn’t it? 

Mr. Martin. That’s right. 

Senator Matonr. What has been the matter? 

Mr. Martin. We have been doing the best we can. 

Senator MaLone. What defeats you? 

Mr. Martin. There were other things besides credit and money. 

Senator Martone. What was it? 

Mr. Martin. We referred to the budget. We referred to the man- 
agement of the debt. 

Senator Matonr. That is up to the Treasury; isn’t it? Their rais- 
ing of the interest rate threw you out of gear; is that right? 

Mr. Martin. That is a relationship. 

Senator Matonr. Well, now you know as a matter of fact, it is 
impossible to have a free economic system under a managed currency 
and a managed economy. Asa matter of fact, under present condi- 
tions unless a young man inherits the money, he can’t borrow it and 
pay it back even if his business makes money, with the income tax and 
everything the way it is, you know that; don’t you? 

Mr. Martin. I follow you. 

Senator Matone, Then we fixed our young people up, so there are 
only two things for them to do. They can either get on civil service 
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and a job with the Government or a State or they can go to work for a 
corporation that is big enough and spread wide enough so it can 
write off enough of these income taxes to keep in business? 

Mr. Martin. | think you are unduly pessimistic. 

Senator Matonr. I am not pessimistic. I am talking about the 
actual condition. 

Mr. Martin. I think there are thousands of people today that 
are now in neither category that are making a pretty good living. 

Senator Martone. I wish you would describe one of them. How 
would you do it, if you don’t inherit the money and must go to a 
bank and borrow the money you need to go into a business, how will 
you pay it back? 

Mr. Martin. Out of your business. 

Senator Martone. Yes. 

Mr. Martin. By engaging in a business as thousands of individuals 
have done and earning the wherewithal to pay it back. 

Senator Martone. How are you going to get it out of the income 
after the Government takes its cut? 

Have you ever studied it? 

“ Mr. Martin. Yes; I know a great many individuals who have 
one it. 

Senator Martone. You know a great many individuals who have 
made deals on a capital-gains basis. But I doubt very much if you 
know of anybody running a straight business and borrowed all the 
money they needed for it, paid the interest and principal back without 
some kind of a deal—probably legal but getting a capital gain or 
getting into a deal in a foreign nation where you don’t have to pay 
the American taxes. You deduct the taxes you pay to the foreign 
nation from anything you might have to pay here. You know that, 
don’t you ? 

Mr. Martin. Right. 

Senator Martone. Maybe you better study the possibility of a young 
man going into business for himself. That is one reason I ran for 
the Senate. I got so mad at what was being done. I am madder now 
than I was then. It is worse for us to do it. We ought to know 
better. 

You stated, too, that Congress should declare the stabilization of 
cost of living as a primary aim of the Federal economic policy. How 
would they do that? 

Mr. Martrn. I have already commented on the budget surplus and 
I think that if all of these programs that come before the Congress 
are examined in terms of what they do to the price level, or might do 
to the price level, I believe there is the power in the Federal Govern- 
ment to stabilize things. 

Senator Matone. But we should declare in a law—why do you have 
to declare it? Wouldn’t common horsesense make it an objective to 
keep the dollar stabilized so a man working hard for his money could 
put $2 in the bank and next year it is worth $2 in purchasing power? 

Mr. Martin. Common horsesense would certainly declare it. 

Senator Matonr. Why do you want to pass another law? You 
have about 10 times as many laws now as you need. 

Mr. Martin. Perhaps another law would not do it. I was merely 
making a hortatory statement on this point. The point I am trying 
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to get at was recently people have doubted whether the Government 
really meant business with respect to-—— 

Senator Matonr. To inflation. I think we are going the way Ger- 
many went and it may not be too long unless Congress reinstates the 
sound money standard. Otherwise we will pay our debts like the 
great humorist, Will Rogers, said who fell in a plane up in Alaska, 
“We will pay the mortgage off opossum.” The $280 billion debt that 
way. That is where it looks like we are headed with our managed 
currency. 

Mr. Marttn. I hope you are wrong, Senator. 

Senator Martone. What is the use hoping when nobody seems to 
be doing anything about it on principle. They want to get it in their 
own little hot hands to manipulate it, manage it. You testified that it 
should continue until the world settles down. 

What is this money business for? What is the purpose? 

You have currency. 

What is it for? 

Mr. Martin. For goods and services. For exchange. 

Senator Martone. So if you want to buy a bottle of milk you don’t 
have to lead the old cow along, you can buy it with something we call 
money. Then money represents stored labor. 

Mr. Martin. That’s right. 

Senator Martone. Then if a man is working hard and he wants to 
take a vacation and wants to go into a business 10 years ahead or 20 
years or whenever it is, and he is saving money for a purpose and all 
the time the Government is cheapening it through inflation; what 
are you doing to him? 

Mr. Martin. You are talking about him saving money and you are 
cheapening it. 

Senator Martone. Yes. 

Mr. Martin. You are making it less valuable; you are taking money 
away from him. 

Senator Maror. You are stealing him? 

Mr. Martin. You are stealing it from the thrifty; right? 

Senator Martone. Then we understand each other perfectly. Late 
in World War II, I was consulting engineer to the Senate Military 
Affairs Committee. I am the one they sent in behind the Japs in 
Dutch Harbor and then out to MacArthur in 19438. I watched this 
silly procedure start in 1933 in Washington and continue for 24 years. 
They sold Government bonds. They at one time sold a 10-year $1,000 
bond for $750; remember that? Your memory isn’t very good. 

Mr. Martin. I have a poor memory. 

Senator Martone. You don’t remember that. Have you got any 
advisers here that remember it? 

Mr. Noyes. It is the straight E-bond. 

Mr. Martrn. You are talking about E-bonds. 

Senator Martone. Government bonds. 

Mr. Martin. Right. $750 for a thousand-dollar bond. We still do 
that, incidentally. 

Senator Matone. Are you aware or do you know that at the end of 
the 10-year period the thousand dollars wouldn’t buy as many gro- 
ceries as the $750 did when the investor put his money in it. 

Mr. Martin. I am aware of that. 
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Senator Matone. We stole part of their money through a deliberate 
managed currency. 

Mr. Martin. I think “stealing” was a strong word. We were fight- 
ing a war and we took out part of the cost of the war in inflation. 

Senator Matone. Deliberately ? 

Mr. Martin. I don’t think we did it deliberately. 

Senator Martone. I think they were stealing part of it, and I think 
we still are stealing part of the investor’s money in the same manner. 
I don’t think you want to. But under the system you support we 
are doing it. It doesn’t make any difference whether you have good 
intentions; you are still stealing it. 

Mr. Martin. There’s less money than there was before. I think 
the word “steal” is too harsh with respect to what happened during 
the war. 

Senator Matonr. I have to use the language that I understand my 
people understand and there is no excuse of continuing a system that 
adds up that way. 

Mr. Martin. Right. 

Senator Marone. If a man figured out a private business on that 
basis, he would go to jail. If you carry on the same way for another 
10 years, how much are you writing off that bond in purchasin 
power, at 3 percent a year ?—30 percent it sounds like, and you are stil 
doing it. 

Mr. Martin. That’s right. 

Senator Matonr. That saves us a lot of time. 

Mr. Martin. That is what we want to stop. 

Senator Matonr. Don’t elaborate and we won’t have to go into it 
again. If you do, we will have to go through it again. I think it is 
worse for a government to take the money from its people in peace- 
time—you said we were winning a war. There might be some ex- 
cuse then, but not now. Without going into the things I saw in the 
South Seas and in Alaska and later in 1947 in these European coun- 
tries—the waste. It has gone down now. No use talking about it. I 
am talking about the future. And we haven’t helped it much. 

Now you said the goal is price stability. It is a desirable goal. Why 
isn’t a desirable goal the maximum economic harmony resting upon 
an honest and sound currency? Still talking about the possibility of 
having a backing for the currency so you know the purchasing power 
you can get at the bank window when you go back 6 months or 6 years 
from the time of deposit. Why isn’t that the best way ? 

Mr. Martin. I think the end result is the same. You are just 
defining it differently than I do. 

Senator Matone. You testified that you can’t go back on any real 
money standard, gold standard, until 7 or 8 of the main nations in 
Europe have straightened out. If you studied it, you know they will 
never do that. 

Mr. Mart1n. I merely stated that we can go back on redeemability ; 
that I don’t think it would be wise to go back to redeemability of gold 
at the present time. 

Senator Martone. Redeemability of currency in gold? You now 
redeem paper money in other like paper money. 

Mr. Martin. All right. I don’t think it would be wise and I don’t 
think it is necessary. I don’t think it is essential. You think that it 
is and I think we just—— 
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Senator Martone. I am not arguing with you. I am just asking the 
questions. 

Mr. Martin. Right. 

Senator Martone. You don’t think it is necessary. 

Mr. Martin. No, sir. 

Senator Matone. But you are doing it with foreign nations. You 
are paying out the gold to them for the paper money and credit that 
we give them without any payment at all. Aren’t we? 

r. Martin. We are settling our international balances in gold. 

Senator Martone. So you are on a gold standard with everybody 
but the American people? 

Mr. Martin. I used the phrase “modified gold standard.” 

Senator Martone. You modified it only with your own citizens? 

Mr. Martin. That’s right. 

Senator Martone. You are paying off your dollar balances in gold 
just as you did for more than a century and a half; aren’t you? 

Mr. Martin. That’s right. 

Senator Martone. What is the matter with an American citizen? 
What happened to us in America so we are no longer trustworthy, 
we can’t be trusted to have the gold money? What is the matter with 
us? Why do you want to separate us from the real money and only 
a to the foreigners? 

and them the paper money and credit to start with and then they 
build up credit balances and come back and get the gold. Everybody 
knows that and you have substantiated it. What is the matter with 
Americans? 

Mr. Martin. I don’t think there is anything the matter with 
Americans. 

Senator Martone. Why can’t you treat them at least as well as the 
foreigners? After all, you have to get back to bedrock on this thing. 

Mr. Martin. We made a conscious decision in the Gold Reserve Act 
and subsequently I think we could go back to redeemable at the pres- 
ent time, if you will, full redeemability in gold and it wouldn’t make 
any difference. 

enator Martone. You could do it right now if you wanted to. 

Mr. Martin. That’s right. I don’t think it would make any par- 
ticular difference at the moment. I would not advocate it as a nec- 
essary policy at the moment. 

Senator Martone. Why, if you could do it, why not? 

Mr. Martin. I think it is a matter of judgment. A lot of people 
think you couldn’t. I have only one judgment on it. 

Senator Matone. Go ahead. 

Mr. Marttn. That is all I want to say. I am just talking about 
my judgment. 

Senator Matonez. That’s right. I want your judgment—you are 
the one managing the currency. 

Mr. Martin. If you took the circle of the advisers in the Federal 
Reserve Board you would find differences of opinion among them. 

Senator Malone. Yes. I am afraid you are pretty close to right 
since you have dissipated your gold supply; but you started with 
$22,400 million worth of gold—didn’t you?—and you are ending u 
with $5,700 million right now that we really own, if we are honest with 
ourselves. You say we have possession of it. Suppose a banker told 
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you “I have $15 million that I own in this bank”; and that is the 
amount of deposits; what would be your next question? What is 
your capitalization, paid in? Then, what makes you think you own 
the depositors’ money? The remainder is simply depositors’ money. 
Then it doesn’t make much sense. You have really less than $6 bil- 
lion worth of gold against $28 million of deposits. That is one of the 
reasons you cannot go back on the gold standard; is it not? 

Mr. Martin. I don’t think the amount of gold you have as a reserve 
is what makes it possible to be on a standard or not. Reserves are 
not figured in mathematical terms. I think that is one of the dif- 
ferences between us, Senator. 

Senator Matone. You are the banker—I am asking the questions. 
I am trying to find out what you believe. 

Mr. Martin. I have told you what I believe. I do not believe that 
it is the amount of gold that is required. I think it is the stability 
of your currency and the confidence that there is in your currency. 

Senator Martone. We do not have stability. Suppose you have 
$20 billion—is it $28 billion or $30 billion in circulation—$2614 bil- 
lion against $5.7 billion in gold, the rest is silver or other kinds of 
money. You have $2614 billion of money in circulation and to be 
safe you need enough gold so that the folks know they can get it 
for the paper and are not likely to demand more than you have, isn’t 
that what the 40 percent or 25 percent is for, if you are on gold stand- 
ard—redeemable in gold ? 

Mr. Martin. But if you don’t have confidence in the currency of a 
country it does not make any difference how much gold you have. 

Senator Matonr. How can you have confidence if you know the 
gold is not there. What inspires confidence in the currency ? 

Mr. Marttn. It is one of the elements in the confidence. 

Senator Martone. The people haven’t any confidence now. So if you 
wanted to go on the gold standard and everybody knew you had 40 
percent back of it in gold and maybe some of us would go in and get 
a hundred dollars or a thousand dollars if we could raise that much 
paper money just to feel it, and see it. We would soon get tired of 
that and put it all back. All we would want would be a couple of 
$20 gold pieces to rub together if you knew you could get it any time 
then you would leave it in the bank. I have news for you. If they 
don’t think they can get it, they will all come in at once and you 
couldnt’ pay it. That is the difference. 

Mr. Martin. No, not if they all come in at once. 

Senator Martone. And if 25 percent of them came in you couldn’t 
pay it, could you, with your own gold, if you were on a gold standard? 

Mr. Martin. We would have to suspend the reserve requirements, 
but we could. 

Senator Martone. You would come to Congress and it wouldn’t be 
a question whether we wanted to do it or not. It would be a situation 
that we are facing. 

Mr. Martin. Right. 

Senator Matone. I must get at it and it will save your time and 
mine. Isn’t that a good reason why you can’t go back on the gold 
standard. You don’t have it. You would either have to turn us or 
the foreigners down and under the present policy you know who you 
will turn down, the citizens of the United States. The State De- 
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partment will raise —— if you turned the foreigner down. But they 
would like very much to turn a citizen down—and put an industry out 
of business such as machine tools, zinc, lead, tungsten, textiles, chem- 
icals, crockery, and hundreds of other products in favor of foreign 
cheap-labor imports. It certainly wouldn’t make any difference to 
the State Department if you came to Congress here and asked to stop 
payment to American citizens, but they would never let you stop pay- 
ment in gold to a foreign nation until the last gold dollar went down 
the drain. 

I can hear Mr. Dulles sitting there begging with tears in his eyes, 
begging, “Don’t stop payment to Yugoslavia in gold. Tito would not 
like it.” 

Mr. Martrn. I have not heard the Secretary. 

Senator Martone. I have told you what he testified to on the subject 
of foreign trade—that in his judgment—the President’s, of course, but 
he is the one doing it—if it is for the overall good of the United States 
in the President’s (Dulles)—if the President believes that it is to 
his best overall foreign interests of America, to shut American in- 
dustry down in the United States and import the goods from the 
cheap-labor countries, he can doit. Do you know he testified to that? 

Mr. Martin. No. 

Senator Martone. Then you testified that all but $5.7 billion of our 
gold had foreign-dollar balances against it—and to refuse to pay it 
might cause a depression. That is what you testified to. The two of 
you together make a good team. Not because of you and Mr. Dulles, 
but it is because of the power that Congress gave the two of you. 

Now it is beginning to catch up with us. It isn’t your fault. There 
is no man in the world who has that kind of judgment or any com- 
bination of men. It is only when Congress lays down a principle 
for the country and 160 million people investing their money on their 
judgment under a principle that you can have a free economy. 

You have safety valves under the principle, there can be receiver- 
ships, there can be bankruptcies, but we closed all the safety valves a 
long time ago and left the Washington bureau to judge what should 
be done. Do you still think we have a free economic system? Do you 
still think it 1s, with the safety valve tied down? 

Mr. Martin. We haven’t had a completely free economy for a long 
time. 

Senator Martone. That answer saves time and we are not headed for 
a free economy now, either. Do you think we are? Unless we get 
down to bedrock and realize what we are doing and go back to the 
Constitution of the United States, do you think we are headed for a 
free economy ? 

Mr. Martin. I think we are headed for a freer economy than we 
have had. 

Senator Matone. You stated too that Congress and the Executive 
can take steps to insure that free and vigorous competition is main- 
tained in all segments of our economy, is a bedrock of our free-enter- 
prise system. 

Are there not areas such as those occupied by national monopolies, 
including public utilities, competition that cannot operate to a social 
benefit? Isn’t that true also in areas occupied by the Government, 
post office, other things, conservation of natural resources, what do 
you mean by that statement ? 





FINANCIAL CONDITION OF THE UNITED STATES 1565 


Mr. Martin. I refer specifically to the antitrust laws. 

Senator Matonr. I am glad you do. Because if they are properly 
enforced that is the way to do it. If the antitrust laws are properly 
enforced, then untie the safety valves and install a sound base for our 
money. ‘Tam glad you made that explanation. 

How do you believe that you are still under a free economy when 
Congress transferred its constitutional responsibility to regulate for- 
eign “trade in the hands of the President, with full authority to put 
that responsibility under 34 foreign competitive nations in Geneva, 
Switzerland, where it now resides? 'That means the flexible duty or 
tariff adjustment to regulate foreign trade; article I, section 8. How 
is a free United States economy to operate in Geneva ? 

Mr. Martin. I can’t define it for you. 

Senator Martone. You can what? 

Mr. Martin. I can’t define it for you, sir. 

Senator Martone. Nobody else can either, except that it leads to 
utter destruction. It affects your business, whether you understand 
it or not. Then we have 4 organizations—you have testified to that; 
so did the Secretary; so did Burgess; 5 with the Secretary of Com- 
merce, who are making it their business to encourage American capi- 

tal to go abroad and ‘build these plants, ship the cheap- -labor goods 
back here in competition with our high standard of living produced 
products. 

You know that; do you not ? 

Mr. Martin. Right. 

Senator Matong. Do you like that? 

Mr. Marrtrn. I think they serve a useful purpose. 

Senator Matone. In what way? 

Mr. Martin. These institutions, I think, the International Bank, 
the Monetary Fund, the International Finance Corporation now, the 
Export-Import Bank have all contributed to the development of a 
sound, two-way foreign trade. 

Senator Martone. What is the second way? I know about the 
first way. The cheap-labor goods coming here, but we subsidize 
much of our goods going abroad through cash payments and selling 
at the world price w ith our taxpayers making up the difference. 

Mr. Martin. I meant purchases and sales by two-way. I think 
we have been earning money as well as—and the loans are being repaid, 
and will be repaid, in most cases, to these institutions. 

Senator Martone. Do you know that American workingmen are out 
of work throughout the United States the minute the Government quits 
spending the “$40 billion national-defense money; they are on the 
street because they are already supplanted by the ‘low-w age countries’ 
products. Do you know that is not a fact? 

Mr. Martin. I do not know it is not a fact. 

Senator Martone. If that is a fact, do you think it is good? 

Mr. Martin. If it is a fact, it is not good. 

Senator Martone. You will find out soon enough that it is a fact. 
The President of the United States—deter mined by a Secretary of 
State sitting in with 34 foreign competitive n: 
the authority to continue to lower the tariffs or duties, already far 
below any equalization of wages. 

Now, you said “in all these ways” which you have outlined, and 
we have discussed most of them today, “if we have the will to set 
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the face of the Nation so resolutely against inflation as to keep that 
enemy from our gates.” That is a fine-sounding phrase. Do you have 
anything to add to what you said ? 

Mr. Martin. [am afraid not. 

Senator Matone. I think that seems to imply that the enemy is not 
already within the so-called gates. What are we doing! Do we shut 
our eyes to the fact that the index of wholesale prices started at 50.1 in 
1939 and is 118 for June 1957 ? 

Mr. Martin. No; | don’t want toshut my eyes to that. 

Senator Martone. That isa fact; isn’t it 

Mr. Martin. That is a fact. 

Senator Martone. Still going on. 

Mr. Martin. Still going on. 

Senator Martone. Hasn’t reduced the rate much in the last year; in 
fact, inflation increased more than 3 percent ? 

Mr. Martin. It could have been a lot worse. 

Senator Martone. If we Republicans hadn’t taken it over and man- 
aged it, it would have been a lot worse. 

Mr. Martin. I can’t put it in political terms. 

Senator Martone. That is what you better start doing. I have news 
for you. If you think Republicans ought to stay in office, you had 
better start. 

I am curious about how the economy operates under your organiza- 
tion. No one below an officer in your organization or a bank under- 
stands how the banks handle the money with the Federal Reserve. 

Now, in the general discussions, the reasons for and effects of the 
rising discount rates of the Reserve banks, does not much of this dis- 
cussion overlook the fact that member banks obtain a larger proportion 
of their reserves by means of the float—reserves against uncollected 
checks and draft—than by rediscounting with and obtaining advances 
from the Reserve banks ? 

Mr. Martin. I think they obtain some of their reserves that way, 
but float is only temporary. 

Senator Martone. That is your answer ? 

Mr. Martin. That is my answer. 

Senator Martone. Would you like to enlarge on it? I would be 
happy to have you do that when you correct your testimony. 

Mr. Martin. All right. 

Senator Maronr. Is it a fact that you can deposit Government bonds, 
and you will advance a certain amount of money on the face value of 
those bonds to a bank, and those bonds may be paying 2, 3, or 4 percent, 
or whatever they bear, and when they get the cash for the bonds, they 
loan them at the current rate of interest for loaning money; is that 
right ? 

Mr. Martin. That’s right. 

Senator Martone. Then they can bring in certified loan paper that is 
judged to be good. If the bank has a good reputation and you trust 
the bank, or its evaluation is high enough so that they are responsible, 
they can deposit those checks and notes and other material and get 


further money that they can loan and collect 6 or 8 percent, whatever 


the rate is; then they bring their notes in and get the money again and 
loan it again; isthat right? = 
Mr. Martin. They can’t do it twice. 
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Senator Martone. Bring the notes in after they have deposited the 
bonds and secured the money for them. Then they can bring the notes 
in and get further credit? 

Mr. Martin. They can bring in paper, commercial paper; they can 
bring in loans. They can bring i in Government securities, and they 

can get advances from us through the discount procedure. 

Senator Maronr. I want to understand it. First, if a bank with suf- 
ficient capitalization has a hundred thousand dollars in Government 
bonds, they bring it in, and they get a hundred thousand dollars? 

Mr. Martin. Roughly. 

Senator Martone. If they are paying | 4 or 5 or 3 percent to you; 
they can loan it at their going rate of 6, 7, or 8 percent, can they not? 

Mr. Martin. Whatever they charge. 

Senator Matong. Then when they get the notes for those loans and 
that bank is responsible—I will ask the next question to determine 
how you do that—but up to a certain amount they can leave the notes 
and the paper and get additional money, can they not. 

Mr. Martin. They can’t leave it there permanently. They have to 
take it back. 

Senator Martone. I didn’t ask you about permanency. They can do 
it, can they not? 

Mr. Martin. They can do it only for a limited period of time. 

Senator Martone. What is that limit? 

Mr. Martin. Fifteen days is about as long as we advance though 
the discount window. Usually 2 or 3, as Mr. Riefler points out. 

Senator Martone. That opens up a new field. How long do you 
advance the money on Government bonds? 

Mr. Martin. Same period of time. There is no difference. 

Senator Matong. Then you return the Government bonds in 15 
days and they give you the money ? 

Mr. Martin. That’s right. 

Senator Martone. What interest do you charge? 

Mr. Martin. That is, at the present time, we are charging 314 per- 
cent in some banks and 3 at some banks. 

Senator Matone. Who sets that interest rate? 

Mr. Martin. The interest rate is set by the board of directors of the 
individual Reserve bank, but it must be approved by the Federal 
Reserve Board here in Washington. 

Senator Matone. In other words, you are in control? 

Mr. Martin. We are in control. 

Senator Matonr. Whatever you want that interest to be, that is 
what it will be, if they want to do business with you. 

Mr. Martin. It is our decision. 

Senator Matone. That saves a lot of time. Iam interested in that 
short term. I didn’t understand that there was any such short term 
in Government bonds; let’s start that way. If they are deposited with 
you or with a Federal Reserve bank, the bank then can use that money, 
or do they issue some kind of money against it ? 

Mr. Martin. No. 

Senator Matone. How does it work? 

Mr. Martin. They get a credit for their reserves with us, and they 

‘an, therefore, expand ‘their loans by that amount. 

Senator Matone. But only for 15 days. 
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Mr. Martin. Only for 3 days, in most instances; 15 days. We have 
a fractional reserve requirement. If they have these reserves, they 
can expand their loans by up to 

Senator Matonr. What good would that do them, to have the money 
for 15 days to loan to somebody else? How does it work? Tell me. 
How does a bank loan money against these Government bonds? 

Mr. Martin. To the customer ? 

Senator Martone. Yes. 

Mr. Martin. It is not loaning them to the customer against the 
Government bonds. It needs additional reserves. It comes to us 
because we are a reserve institution, and we supply them a credit 
which is reserves which they can then use for loans to their customers. 

Senator Martone. What is that credit? What is it against? 

Mr. Martin. The credit that we give them ? 

Senator Maron. Yes. 

Mr. Martin. We can create that credit within the limits specified 
in the Federal Reserve Act. 

Senator Matonre. What is that? Suppose there is a bank capital- 
ized at a million dollars. They have the Government bonds and 
good collateral. How do you furnish them money, and up to what 
extent and under what conditions? 

Mr. Noyes. Well, if they want to—if they need additional reserves, 
they can come to the discount window and we will lend them, if they 
have suitable collateral, and we give them a credit on our books for the 
reserves. 

Senator Martone. Up to what amount on a bank capitalized at a 
million dollars? 

Mr. Rrerter. There is no strict rule. The bank is supposed to pay 
it off very quickly. 

Senator Matonr. Give me an idea. 

Mr. Rrerter. Usually, it is a small part. 

Senator Martone. What is your name? 

Mr. Rrerter. My name is Riefler. 

Senator Matonr. What is your position ? 

Mr. Rrerter. | am assistant to the Chairman. 

Senator Matoner. Good. Go ahead. 

Mr. Rrerter. It is usually for a small part of their reserve account. 

Senator Martone. What isa reserve account ? 

P Mr. Rrerter. Every bank is required to hold reserves against its 
eposits. 

Retitor Martone. What is the percentage that they are required ? 

Mr. Rrerter. Eighteen in the central Reserve city banks, 16 in the 
Reserve city banks, and 12 in the country banks. 

Senator Martone. Like the gold used to be. A certain amount of 
gold to back it up, on the theory that there wouldn’t be more than 
that many depositors ask for their money at one time? 

Mr. Rrerter. That was the idea in the begining They have to 
hold that reserve as a balance in the Federal Reserve bank. 

Senator Martone. How does a bank operate? Suppose they take this 
money. They are capitalized at a million dollars. Does that mean 
there is a million dollars paid in? 

Mr. Rierixer. Sometimes they have a million. A bank capitalized at 
a million dollars would probably have $15 million to $20 million of 
deposits. Against those deposits they would have to hold reserves. 
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Senator Martone. They hold a reserve of 16 percent against $20 
million ? 

Mr. Rierter. Against their demand deposits. On time deposits, 
5 percent. 

Senator Martone. How do they pay it? 

Mr. Rrerter. They have loans and investments. 

Senator Matonr. You have to have money to have loans and 
investments. How do they get their money from the Federal Reserve 
against which they work ? 

Mr. Rieruer. They bring into the Federal Reserve a piece of eligible 
paper, Government securities, usually, but it can be a promissory note 
of a good firm. 

Senator Matonr. What do you do? 

Mr. Rreriter. The Federal Reserve will lend to them at the discount 
rate. 

Senator Martone. Three and a half percent. 

Mr. Rrerter. Yes. And that will be credited to the deposit account 
of that member bank ? 

Senator Martone. For how long? 

Mr. Rrerter. Practically all of them are on a 15-day maximum, 
but they are allowed to pay it off before the 15 days, and they usually 
pay it off quickly. 

Senator Martone. What about a long-term loan, say a year’s loan? 

Mr. Rrerter. There is never that. 

Senator Martone. Is there any way at all that they work against 
this Federal Reserve credit in issuing any kind of money ? 

Mr. Rierter. There is this deposit money, if you call deposits 
money, which we do frequently, because the checks are used in place 
of money in paying bills and things. We call deposits money. A bank 

‘an go out and lend as long as it has reserves that meet its reserve 
requirements. 

Senator Ma1oner. Sixteen percent. 

Mr. Rrerier. Yes; so, in the system as a whole, there is a buildup 
of credit at six times roughly the amount of reserves, but any in- 
dividual bank can’t do that; that is something that happens because 

various banks are making lo: ans and receiv ing deposits. 

Senator Matonr. You mean only a member of the Federal Reserve 
System can do that? 

Mr. Rierter. No; all the banks can do that. 

Senator Matonr. They can all do that? 

Mr. Rrerier. Yes. 

Senator Martone. So, if they are capitalized for a million dollars, 
they have, we will say, $15 million for deposit; that is what you said ? 

Mr. Rierter. Fifteen to twenty. 

Senator Matonr. How much money could they loan / 

Mr. Rrerter. They can loan—they would have then, say, $15 mil- 
lion of deposits, plus a million of capital. That would be $16 million 
of liability. They would have to carry against that 2 to 214 millions 
of reserves, depending on where they were, and the rest would be 
loans and investments. 

Senator Martone. Then you could loan $12 million to $13 million in 
investments against this $16 million of deposits? 

Mr. Rierter. It would be something like that. 
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Senator Martone. How does the Federal Reserve bank work, then? 
What good is it to this bank? That is, to have these deposits to do this 
business? How do you operate ? 

Mr. Rierter. The bank gets a deficiency of reserves, for any number 
of reasons; usually because the depositors have written checks against 
the deposits and they have gone to another bank and they have to 
make good immediately to the other bank. That comes out of the 
reserve account. Then they will come into the Federal Reserve to 
get that money to keep that reserve legal. They will immediately 
try to pay off the money. They will collect loans as they come due, 
or they will sell some other piece of paper in the market and do 
something to pay that off. Because it is understood those discounts 
should be temporary. 

Senator Martone. If they have to come back in 15 days, do you 
reloan it, if it is necessary, in case they are sound ? 

Mr. Rrerter. It can happen, but it is understood that these loans 
should be temporary for the accommodation of all the banks. The 
Federal Reserve funds are not supposed to take the place of the capital 
of the bank. 

Senator Martone. A million dollars, you can have any amount of 
deposits with a million-dollar capitalization. 

Mr. Rrerter. The examiners are careful though not to have the 
equity get too thin. 

Senator Martone. You can get $50 million of deposits if you have 
the confidence of the public. 

Mr. Rrerter. The examiners would insist on their raising more 
capital. 

Senator Matone. What is the capital percentage ? 

Mr. Rrerter. The old rule of thumb used to be 10 percent. It 
isn’t that any longer. It is lower than that. It is 6 and 7 in a great 
many cases. 

Senator Maronr. It is like the gold reserve, changed from 40 to 
25 percent. What is the insurance on the depositors? Is it $5,000? 

Mr. Rrercer. $10,000. 

Senator Matone. That is the limit. If a bank with a million 
dollars 

Mr. Rrerter. $10,000 each depositor. 

Senator Matonr. Anyone over that loses that if it doesn’t come 
out in the wash. 

Mr. Rrerter. Yes. 

Senator Martone. But each depositor is up to $10,000? 

Mr. Rrerter. Yes. 

Senator Martone. And there is no part of it cumulative payments; 
that much or less whatever the individual deposit happens to be ? 

Mr. Rierier. An individual depositor can have deposits in more 
than one bank. If he splits his deposits among several banks he can 
get protection for more than $10,000. 

Senator Martone. If a man has $5,000 as far as the credit to that 
deposit there is only $5,000, they don’t hold over another five to go 
to other depositors ? 

Mr. Rrerter. No. 

Senator Martone. Let me ask you a question that many people do 
ask. What is the reason since—I am asking this for the record, Mr. 
Chairman—what is the reason that we issue bonds and pay interest 
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on the bonds, if these bonds are handled as you say as collateral for 
these banks and all this sort of thing, what would happen if the bank, 
if the Government of the United States took up a certain amount of 
these bonds by simply issuing money to take up the bonds under the 
Federal Reserve as you say you can do. You can issue a certain 
amount of money. 

You have no authority to issue money in lieu of bonds. There is 
no such authority in the Federal Reserve, is there ? 

Mr. Rierier. We can buy bonds in the open market. 

Mr. Martin. We can buy them in the open market at any time. 

Senator Martone. You can issue more money if you want to so the 
effect is there is a certain amount of bonds you can buy. But they pay 
interest to you when you buy them? 

Mr. Martin. That’s right. 

Senator Matonge. Which would be the same as if they didn’t bear 
interest at all? 

Mr. Martin. Right. 

Senator MaLone. Suppose you did that on a hundred million dol- 
lars, what would be the effect on the monetary system ? 

Mr. Martin. It would definitely be inflationary, you would remove 
that amount from the stream. 

Senator Martone. Explain it to me for the record. 

Mr. Rierter. You would be paying for them with reserves. 

Senator Matone. Printing the money and bringing in the bonds. 

Mr. Rrerter. And that would be inflationary ? 

Senator Matone. How? 

Mr. Rierter. Because there would be more money out. 

Senator Martone. They do deposit bonds and loan more money in 
any case. That is to say 

r. Rrerter. They can borrow for a very few days. 

Senator Matone. They can bring in notes and do the same thing 
and the whole structure is based on deposits of confidence in the 
banking business and the Government guarantees it, $10,000, that is 
the way it works. 

Mr. Rrerter. Yes. 

Senator Martone. Tell me exactly how it would be inflationary if 
we retired $10 million worth of bonds a year by judging the amount, 
even if you needed an amendment to the act to buy that many bonds 
and take them off the market each year, how would it be inflationary ? 

Mr. Martin. These bonds are issued by the Treasury because they 
have a debt. They want to spend the money. If we purchased the 
bonds and canceled the bonds, we will have created that amount of 
money without in any way affecting the Treasury debt. That could 
do nothing except to add to the money supply and wouldn’t in any 
way minimize the debt which the Government has. 

enator Martone. If you printed the money and took up the bonds, 
it would reduce the debt. But what you are saying is that the Govern- 
ment must sell the bonds and pay interest on them to stabilize the 
money system ? 

Mr. Martin. Exactly. 

Senator Marone. Just like any individual? 

Mr. Martin. Exactly. 

Senator Martone. What does it mean in this language that you are 
going to get exactly and I have quoted it the way I remember it, that 
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the Government can issue money and fix the price thereof according to 
the Constitution. When was this system adopted of issuing bonds and 
paying interest? 

Mr. Martrn. Oh, yes; right from the early days. 

Mr. Rrerter. From Alexander Hamilton. 

Senator Matonr. Didn’t we do it differently in the Civil War? 

Mr. Rrerter. They printed some money there, the greenbacks and 


then they had inflation. 
Senator Matone. Wasn’t it worse than we are having now? 


Mr. Rrerter. It was a bad one. 

Senator Matonr. Would you when you review this testimony if 
you could make it a little clearer, Mr. Chairman, as to just the system 
used in the Federal Reserve banks—and there are banks that are not 
members of the System; aren’t there ? 

Mr. Martin. Right. 

(The following was subsequently furnished for the record :) 


BANK BORROWING AT FEDERAL RESERVE BANKS 


Commercial banks are required by law to hold minimum reserves equal to a 
stated fraction of their deposit liabilities. Member banks of the Federal Reserve 
System, which have about 85 percent of the demand deposits of all banks in the 
United States, must hold their legally required reserves in the form of deposits 
with Federal Reserve banks. 

The occasion to borrow from a Federal Reserve bank usually arises from the 
need to replenish reserves when they have fallen below the required level. In 
effecting such borrowing, a2 member bank may rediscount one or more of its 
customers’ notes with a Reserve bank, or it may give its own note to a Reserve 
bank, using paper from its own holdings as collateral. The second procedure, 
known as an advance, has become the usual method for extending credit to a 
member bank. It differs from the first in form but not in substance. In either 
case the Reserve bank gives the member bank credit in its reserve account for 
the amount of the accommodation and thereby increases the reserve deposit which 
the member bank holds at the Federal Reserve bank. For this service the 
Reserve bank charges interest at a rate known as the discount rate. 

In recent weeks, member-bank borrowing at the Reserve banks has averaged 
about $1 billion. Such loans generally take the form of advances on the promis- 
sory note of the member bank with a maturity of not more than 15 days and 
secured by the deposit or pledge of United States Government securities. 

There is no specific quantitative limitation on the amount a member bank 
may borrow from its Federal Reserve bank. However, access to the Federal 
Reserve discount facilities is a privilege of membership in the Federal Reserve 
System granted in the light of the following general guiding principles, as set 
forth in the foreword to regulation A of the Board of Governors: * 

“Federal Reserve credit is generally extended on a short-term basis to a 
member bank in order to enable it to adjust its asset position when necessary 
because of developments such as a sudden withdrawal of deposits or seasonal 
requirements for credit beyond those which can reasonably be met by use of the 
bank’s own resources. Federal Reserve credit is also available for longer pe- 
riods when necessary in order to assist member banks in meeting unusual situa- 
tions, such as may result from national, regional, or local difficulties or from 
exceptional circumstances involving only particular member banks. Under or- 
dinary conditions, the continuous use of Federal Reserve credit by a member 
bank over a considerable period of time is not regarded as appropriate.” 





1Under the last paragraph of sec. 13 of the Federal Reserve Act, a Federal Reserve 
bank has authority to make advances for periods not exceeding 90 days to individuals, 
partnerships, and corporations (including member and nonmember banks) on their promis- 
sory notes secured by direct obligations of the United States. However, it is not the 
practice to make advances to others than member banks except in unusual or exigent 
circumstances. In the last 10 years, advances to nonmember banks under this authority 
have aggregated only $1 million. Sec. 19 of the act prohibits a member bank from acting 
as the medium or agent of a nonmember bank in applying for or receiving discounts from a 
Federal Reserve bank except by permission of the Board of Governors. No request for such 
permission has been made since the early 1920's. 
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Member banks generally are reluctant to borrow from a Federal Reserve bank, 
or to stay long in its debt. In part, this reluctance results from the disposition 
of depositors, especially business and financial depositors, to be critical of bor- 
rowing on the part of individual banks. Another consideration is a purely oper- 
iting one, namely, that borrowed funds are more expensive than funds obtained 
through deposits, and usually cost a bank as much as, or more than, it would 
give up in earnings through the sale of some of its holdings of prime short-term 
paper. Accordingly, when member banks are obliged to borrow, they feel under 
pressure to restrict their lending or to readjust their investment positions in 
order to pay off such indebtedness as soon as possible. 


Member bank borrowing from the Federal Reserve bank for the purpose of 
expanding loans and investments, therefore, would seldom be encountered. 
This does not mean, however, that the effects of discounting are localized and 
do not reach outside the borrowing bank to influence total bank credit. Such 
borrowing adds to the supply of reserves for the banking system as a whole. 
Therefore, use of the borrowing facility by member banks has an important 
bearing on the effectiveness of system credit policy. 


The policy of the Federal Reserve with respect to member bank borrowing ex- 
presses itself not only in granting or discouraging loans but aiso in the rate 
charged for discounts and advances. As a general rule, when the Federal Re- 
serve is of the opinion that expansion in the flow of credit and money should be 
encouraged in the public interest, it reduces its discount rate in relation to pre- 
vailing market rates. When it believes that expansion should be checked, it 
raises the rate in relation to these rates. 

Senator Martone. Can they deal with you if they are not a member 
of the System ? 

Mr. Rierter. If they are not members of the System, they can’t 
except in an emergency but they can borrow from correspondent banks 
that are members of the System. 

Senator Matone. Then it is like our dollar balances, they really 
come home to roost in the last analysis if they get in trouble? 

Mr. Martin. That’s right. I will put that in the record in the 
running statement. 

Senator Matone. Just how a bank operates, just what this matter 
of Federal Reserve loans to banks and banks to customers amounts 
to, how they can borrow against deposits, what the capitalization 
has to be? 

Mr. Martin. All right. 

Senator Matone. And I would like this very much for a public 
that I am very sure is going to read some of this testimony. 

Mr. Martin. All right. 

Senator Matone. There is nothing more mysterious than money 
to anyone that is not connected with the System. 

That is, when you get into the detail as to how the matter is handled 
through the banks and your organization. 

What authority is there in the Federal Reserve Act for the creation 
of reserves for member and nonmember banks against checks and 
uncollected drafts, what is that authority in your Reserve Act? 

Mr. Noyes. I think we better submit that. 

Mr. Martin. I will have our legal department get that for you. 

Senator Maton. They can do that right soon so that it will be part 
of the printed testimony ? 

Mr. Martrn. Surely. 

Senator Matone. In all the specifications in the act as to how 
member banks can add to their reserves or have them add to it, is 
there any statement that they be given reserves free of charges against 
uncollected checks and drafts ? 

Mr. Martin. That’s the same question. 
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Senator Matone. In its annual report for 1916 the Federal Reserve 
Board stated at page 170: 


It is manifest that items in process of collection cannot lawfully be counted 
as part of the minimum reserve to be carried by a member bank with its Federal 
Reserve book. 


Are you familiar with that provision ? 

Mr. Martin. Right. 

Senator Matone. How do you explain the connection? How are 
those things done? 

Mr. Martin. That isthesamething. We will cover it. 

Senator Martone. All right. 

Now, has the act been amended in any similar way since 1916 to 
make that statement inaccurate today? That is what you are going 
to give me. 

Mr. Martin. Right. 

Senator Marone. Cite the amendment if there is any. 

Why are not the schedules of deferred availability items, deferred 
reserves made to conform to the average time required to collect checks 
and draft, thus also eliminating what is referred to, is it, as the float? 

Mr. Martin. We are having a real study of that made at the present 
time, Senator, to see whether we can improve those schedules. 

Senator Martone. Would you elaborate on that business in your 
correction of the testimony ? 

Mr. Martin. We will be glad to. 

Senator Matonr. The status of the investigation and what it is 
pointing toward. 

Mr. Martin. The status of the investigation and what it is pointing 
toward ? 

Senator Martone. That’s correct? 

Mr. Martin. Right. 

(The several preceding questions are covered by the attached insert.) 


In 1938 the Federal Reserve banks’ deferred availability schedules for the 
crediting of checks received for collection ran up to a maximum of 8 days. 
Member banks were required to sort their checks according to the days of avail- 
ability given in the Federal Reserve banks’ time schedules. Most checks, how- 
ever, were collected and credited within 2 days. Federal Reserve float in 1938 
amounted, on a daily average basis, to $9 million. 

In September 1939 the maximum deferred availability period was reduced to 
3 days. This action was designed to give member banks more prompt credit 
for checks deposited for collection and to reduce substantially the amount of 
work required in sorting and preparing checks for deposit with the Federal 
Reserve banks. In 140, the first full year after the maximum 3-day deferment 
schedule had been adopted, Federal Reserve float averaged $57 million. 

During the war years, float rose quite rapidly to a maximum daily average of 
$468 million in 1945. This increase was the result of factors not directly related 
to the adoption in 1939 of the maximum 3-day deferment. For one thing, between 
1938 and 1945, the volume of checks handled by the Federal Reserve System 
(excluding Government checks) increased greatly; the dollar amount (which, 
of course, is directly reflected in the amount of float) increased from $232 million 
to $563 million, or nearly 150 percent. Other important factors in the increase 
of float were the rapid turnover of personnel during the war period and the 
difficulty of obtaining and training adequate and qualified replacements, the need 
for additional equipment, and various delays and irregularities in transportation. 

In the postwar years Federal Reserve float declined substantially in spite 
of the continuing increase in the volume of checks handled. In 1949 the Federal 
Reserve banks handled 1,848 million checks (other than Government checks) 
with a face value of $758 billion, representing increases over 1945 of about 40 
and 35 percent, respectively. Federal Reserve float in 1949 averaged $369 mil- 
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lion, a reduction of 21 percent from 1945. This decrease in float, despite an 
ever-increasing inflow of checks, was made possible by speedier collections, which, 
in turn, reflected increasing availability and greater use of air transportation, a 
much improved personnel situation, and increasing availability of needed equip- 
ment. 

In 1949 System officials began studying the possibility of further simplifying 
the collection process, reducing further the amount of work required of member 
banks in sorting and preparing checks deposited for collection, and bringing 
about a greater degree of uniformity in the Federal Reserve banks’ collection 
schedules. After extensive consideration and discussions with representative 
bankers, it was concluded that the System would be justified in adopting a 
maximum deferment availability period of 2 days, and this was put into effect 
in January 1951. 

Following this action Federal Reserve float increased substantially, and for 
the year 1951 it averaged $1,016 million. From this relatively high figure, float 
declined to $737 million in 1954, and then rose to $902 million in 1955 and $1,138 
million in 1956. 

The Federal Reserve authorities have been concerned with this rise in float, 
primarily because it creates problems in connection with very short-time fluctua- 
tions in the supply of reserves. Over any period of time of more than a week or 
two, the effect of a sustained increase or decrease in float can easily be offset by 
open-market operations. To the extent possible even short-term variations in 
float are taken into consideration along with all other factors affecting the avail- 
ability of member bank reserves. By means of open market operations System 
authorities endeavor to adjust the supply of reserves—no matter what their 
source (or the need for member banks to borrow to obtain reserves) in accord- 
ance with the degree of monetary ease or restraint deemed appropriate at the 
time. Thus, the average volume of float outstanding over a given period 
is largely balanced by adjustments in the System’s open-market portfolio. How- 
ever, wide and unusual variations in float occasionally supply or absorb more 
reserves than may be considered desirable and thus raise difficult operating prob- 
lems for brief periods. 

For these reasons the System authorities in the fall of 1956 instituted a special 
study of float. The study group has submitted its report and findings, together 
with a suggested program, which is now under consideration by System operat- 
ing officials. One of the significant findings is that the average level of float 
and day-to-day variations are related in such a complex fashion that any one 
step directed toward reducing the average level of float might result in wider 
fluctuations and aggravate operating problems. This situation reflects the 
fact that float is not the result of any single factor. It is the net result not only 
of differences between availability schedules and actual collection times, but 
also of other important factors which differ from one day, week, or month to 
another, and from one Federal Reserve bank to another. For example, because 
of the widely fluctuating volume of checks deposited in the Federal Reserve banks, 
there is a piling up from time to time of a tremendous volume of checks at one or 
more of the Reserve banks. This necessitates holding over a substantial number 
of checks for processing on the next day, with a resultant increase in float, due 
simply to sheer physical inability to handle the volume even with an around- 
the-clock operating staff. The very arrangements which, on the average, result 
in more expeditious collection of checks and which underlie the earlier avail- 
ability schedules, sometimes give rise to serious operating problems. Thus, air 
transportation, which is now in general use and reduces average collection time 
between Federal Reserve districts, makes day-to-day performance much more 
dependent on weather conditions than when railroads carried the bulk of checks 
between distant points. 

The program suggested by the study group for reducing the level and fluctua- 
tions in Federal Reserve float includes examination into the possibility of more 
direct and expeditious routing of checks from the time they are deposited by 
payees in their banks to the time they are presented to the drawee banks; the 
possibility of further development and use of electronic equipment for the proc- 
essing of checks; the cost and feasibility of providing sufficient staff, space, and 
equipment to avoid holding over checks until the next business day; and a review 
of the present deferred availability schedules of the Federal Reserve banks to 
determine to what extent it would be practicable and desirable to have them 
conform more nearly to actual collection times. 
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That the task of reducing the volume and fluctuations in Federal Reserve 
float is a big one and not susceptible of quick and simple solution may be surmised 
from the fact that, on an average business day in 1956, Federal Reserve banks 
and their branches handled around 15 million checks and money orders amount- 
ing to well over $4 billion. One Federal Reserve bank alone (New York) had a 
daily average check volume approaching in number 214 million items and in 
amount $1 billion. The problem is greatly magnified by the wide fluctuations in 
the daily volume of checks deposited in the Federal Reserve banks. 

Senator Martone. Now are these schedules shortened beyond the 
average time of collection as a part of the easy-money programs of 
the Federal Reserve System, particularly after 1940 and 1950? You 
had a chart, page 32-b in the pamphlet that you submitted. Bank 
reservation, Federal Reserve Bank in New York, November 1953, and 
what is this method, to ease the money by this method ? 

Mr. Marttn. It was not designed to create easy money. It is a 
collection operation, and this study that I am telling you about that 
we are working on now is designed to improve those schedules so there 
won’t be the amount of the float that there has been. 

Senator Matone. You are going to elaborate on that? 

Mr. Martrn. Right. 

Senator Matonr. Were not the time schedules for deferred avail- 
ability items so well matched with the average time required to col- 
lect checks and drafts before 1939, that the float was an item of very 
small importance? In other words, did this develop after 1939? 

Mr. Martin. In recent years that is gotten—the spread has become 
greater and that is one of the reasons why we are having this current 
review. 

Mr. Rierter. Part of the problem is just the terrific volume of 
business being done. It is getting the checks through the machine. 

Senator Martone. I can see how that would be. There is some of 
it fictitious. Government business and everything else. If the float 
then could be kept down or eliminated, is it not a fact that it can be 
kept down or eliminated now by lengethening the time schedules on 
deferred availability items until they equal on an average the uncol- 
lected items, that is something you are finding out; is it? 

Mr. Martin. That is what we are working on, to improve the 
schedules . 

Senator Martone. And you will elaborate on that when you come 
to it? 

Mr. Martin. Right. 

(The following was subsequently furnished for the record :) 


LEGAL AUTHORITY FOR “FLOAT” 


The legal basis for the inclusion of the amount of uncollected checks in the 
reserve balances of member banks is to be found in provisions of the Federal 
Reserve Act relating to the clearing and collection of checks by the Federal 
Reserve banks. 

The deposit balance carried by a member bank with its Federal Reserve bank 
serves a dual purpose. It includes the minimum reserve balance required by 
the law to be maintained by the member bank with its Federal Reserve bank ; 
but at the same time it constitutes a checking account through which the member 
bank is enabled to arrange for the collection of checks. This dual aspect is 
recognized by the provision of the Board’s regulations which is the immediate 
basis for the inclusion of float in a member bank’s reserve balance. Section 
2 (c) of the Board’s regulation D, relating to reserves of member banks, pro- 
vides that “cash items forwarded to a Federal Reserve bank for collection and 
credit cannot be counted as part of the minimum reserve balance to be carried 
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by a member bank with its Federal Reserve bank until the expiration of such 
time as may be specified in the appropriate time schedule referred to in regu- 
lation J.” 

The Board’s regulation J which governs the clearing and collection of checks 
by the Reserve banks, requires each Federal Reserve bank to publish a time 
schedule showing the time as of which any item sent to it will be counted as 
reserve and become available for withdrawal or other use by the sending bank. 
The regulation provides that the sending bank will be given either immediate 
credit or deferred credit in accordance with such time schedules. Pursuant to 
the regulation, all Federal Reserve banks have time schedules outstanding which 
indicate those items for which immediate credit will be given and those for 
which credit will be given on a deferred basis. The present maximum deferment 
time is 2 days. 

The authority for these provisions of regulation J is derived from sections 16 
and 13 of the Federal Reserve Act. Under section 16 each Federal Reserve bank 
is required to receive at par from member banks checks and drafts drawn upon 
any of its depositors; and under section 13, the Reserve banks are authorized to 
receive checks and drafts from their member banks and also from nonmember 
banks that maintain balances sufficient to offset items in transit. In addition, 
section 16 expressly provides that the Board of Governors “shall make and 
promulgate from time to time regulations governing the transfer of funds and 
charges therefor among Federal Reserve banks,’ and that the Board may 
exercise the functions of a clearinghouse or may “at its discretion * * * desig- 
nate a Federal Reserve bank to exercise such functions, and may also require 
each such bank to exercise the functions of a clearinghouse for its member 
banks.” 

Pursuant to these provisions of the law, the Board in its regulation J has 
authorized the Reserve banks to prescribe rules governing the details of their 
operations in the clearing and collection of checks and, as previously noted, has 
required the Reserve banks to publish time schedules. The time schedules, 
including the present 2-day maximum deferment time, are for the primary pur- 
pose of facilitating and expediting the collection of checks through the Federal 
Reserve System; and it is apparent that such provision for availability of credit 
to member banks after the 2-day deferment time is distinctly for the benefit, not 
only of the member banks, but of the business community and the public at 
large. 

It is clear, therefore, that the provision for the 2-day maximum deferment 
time is a valid exercise of the collection and regulatory powers of the Federal 
Reserve System. To the extent that this provision results in the inclusion of a 
certain amount of uncollected items in the reserve balances of member banks 
the result is merely an incident to the proper exercise of the System’s collection 
functions. 

The reserve provisions of section 19 of the Federal Reserve Act require each 
member bank to maintain with its Federal Reserve bank “an actual net balance” 
equal to its prescribed reserve. When the term “actual net balance” was first 
incorporated in the law in 1917, Representative McFadden stated during the 
debates that the amendment would require member banks to “carry the float’: 
and in its 1916 Annual Report the Federal Reserve Board referred to the amend- 
ment as preventing items in process of collection from being counted as part of 
the minimum reserve required to be carried by a member bank with its Federal 
Reserve bank. In 1926, in the case of Pascagoula National Bank v. Federal 
Reserve Bank of Atlanta (11 F. 2d 866 (C. C. A. 5th (1926)), cert. den. 271 
U. 8S. 685), a Federal circuit court of appeals declared that “so far as a balance 
is represented by uncollected checks on other banks received from a depositor 
it could not well be considered to be either actual or net.” This statement of 
the court, however, was clearly dictum, since the only question at issue before 
the court was whether a Reserve bank could be required to give immediate 
credit for checks sent to it by a member bank. 

Whatever significance might once have been attached to statements made 
in Congress with reference to the 1917 amendment or to the dictum of the court 
in the Pascagoula case, the legal situation has been materially altered since 
that time. Later enactments of Congress have definitely recognized a sub- 
stantial change in the concept as to the purpose of bank reserves. Their 
original purpose of providing liquidity and enabling banks to meet withdrawals 
has been largely overshadowed by their purpose as a means of credit control ; and, 
as an incident to this change in concept, the Board has been vested with broad 
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authority to regulate reserves in order to accomplish their present objectives. 

By amendments to the law in 1933 and 1935, Congress has conferred upon 
the Board express authority to define certain terms contained in section 19 of 
the Federal Reserve Act and “to prescribe such rules and regulations as it may 
deem necessary to effectuate the purposes of this section and prevent evasions 
thereof.” The Board has further been authorized to change reserve require- 
ments of member banks in order to prevent injurious credit expansion or 
contraction ; and the report of the House Banking and Currency Committee on 
the Banking Act of 1935 stated that the Board was given this increased author- 
ity because it was felt that “it is essential to give the Board more authority 
in controlling credit conditions.” These and other provisions broadening the 
authority of the Board over reserve requirements of member banks did not exist 
at the time of the 1917 amendment to the law or at the time of the decision in 
the Pascagoula case. 

In the circumstances, the present purport of the phrase “actual net balance” 
must be considered in the light of the broad regulatory authority given to the 
Board for the purpose of accomplishing the objectives of the reserve provisions 
of the law. Considered in this light, the present practice of allowing the inclu- 
sion of float in reserve balances as an incident to the exercise of the System’s 
unquestioned collection and regulatory powers—a practice which has been fol- 
lowed since 19389 with the knowledge of Congress—does not contravene the 
reserve provisions of the law. 

Senator Matone. Did not the drafters of the Federal Reserve Act 
intend that reserves of member banks should be real rather than 
fictitious reserves resting in part on uncollected checks and drafts? 

Mr. Martin. I think they did, that is one of the reasons we are 
making the study. 

Senator Martone. Does not corrected administration of the Federal 
Reserve Act require that the float be eliminated and if not why employ 
deferred availability schedules at all? 

Mr. Martrn. I will cover that in this statement. 

Senator Martone. June 16, 1933, Congress amended section 7 of the 
Federal Reserve Act dealing with the division of earning of the Re- 
serve banks terminating the right of the United States Treasury to 
participate in earnings of those banks. Since 1946, that is beginning 
with 1947, the Reserve Board has been turning over 90 percent of 
Reserve bank earnings to the Treasury despite the provisions of section 
7. Now, where do you find the authority to do that, or in fact are 
you doing it? 

Mr. Martin. That was discussed with the chairman of both the 
House and the Senate Banking and Currency Committees by one of my 
predecessors and he had their assent for this method. However, we 
prefer now to return to the franchised method and in the Financial 
Institution Act which has been passed by the Senate we still revert 

Senator Matone. By the Senate? 

Mr. Marttn. By the Senate of the United States. 

Senator Martone. How can it become a law without it passing both 
Houses ? 

Mr. Marrrn. It is in the House now. It has already passed the 
Senate. ; 

Senator Martone. That would make this legal, would it? 

Mr. Martin. That is right. 

Senator Martone. Do you think it is a good thing, that it ought to be 
made legal ? a ; 

Mr. Martin. I think it would be desirable, it would be better. 

Senator Matone. You think that prior to this they thought they 
found their authority in section 16, paragraph 4; is that the correct 
reference notice? 
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Mr. Marry. I believe that is the correct citation, sir. 

Senator Matone. Relating to interest levied on issuance of Federal 
Reserve notes ? 

Mr. Martin. That is right. 

Senator Matonr. The Board calls this gift of earnings interest on 
Federal Reserve notes under section 10; is that right? 

Mr. Martin. That is right. 

Senator Matonsz. Is there reason to think that Congress intended 
to use section 16 to nullify section 7? 

Mr. Martin. I don’t think that is reasonable. I think the proposal 
now adopted by the Senate will correct any question on this. 

Senator Manone. It will give you additional authority to correct 
this situation ? 

Mr. Martin. That is right. 

Senator Matonr. Was it not the purpose of section 16, paragraph 
4, to give the Board authority to put a burden on the issuance of the 
Federal Reserve notes as a companion instrument of credit control 
to a raising of discount rates of the Reserve banks? 

Mr. Martin. I don’t know what the original purpose was, but I will 
cover that in reviewing it. 

Senator Martone. Allright. Does not Counsel for the Reserve Board 
state in a memorandum to Paul M. Warburg of the Board on October 
15, 1915, that the nature and purpose of the authorized interest charge 
on Federal Reserve notes was one of the instruments of credit control ? 

Mr. Martin. IT assume he did if you have a reference there. We 
will check it. 

Senator Martone. All right. I don’t expect you to remember every 
provision, but I want the record built up correctly. Did not the 
Reserve Board up to 1947 speak the intended meaning of section 16, 
paragraph 4, if you know? 

Mr. Martin. I am not familiar with the period. I wasn’t in the 
System at the time. 

Senator Martone. Is there anyone here familiar with it? 

Mr. Rierter. I wasn’t with the System either, but I think all the 
question means is that the interest rate was not levied on Federal 
Reserve notes until it was decided after the consultations you spoke 
about. 

Mr. Martin. Right. 

Mr. Rierier. To return surplus earnings to the Treasury. 

Senator Martone. Then you can enlarge on that subject ? 

Mr. Martin. Right. 

Senator Martone. When you look it over. 

Mr. Martin. Right. 

Senator Matonr. When Chairman Eccles stated that he intended to 
use section 16, paragraph 4, to override the intent of Congress as 
written in section 7 of the act, did he not say— 

Although the authority in the original act to charge a rate of interest on 


notes in circulation that was unsecured by gold, was not meant for that 
particular purpose— 


Tam still quoting— 
our lawyers advise us that the Board could use that authority. 


93633—57—pt. 3 24 
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I have a memorandum here from one of the lawyers on that ques- 
tion. Was that statement made and was that a principle that was 
adopted at that time ? 

Mr. Martin. Yes. Chairman Eccles consulted with the chairmen of 
both the House and Senate Banking and Currency Committees and 
elaborated at that time what the position of the Board was. I will 
have to review what he actually said. 

Senator Matonr. Will you do that? 

Mr. Martin. Yes. 

Senator Martone. Does not Mr. Eccles state that he recognizes sec- 
tion 16, paragraph 4, was not intended to be used for the purpose 
of giving away 90 percent of the earnings of the Reserve bank; did 


he say that ? 
Mr. Martin. I do not know whether he did or not, but I will 
check it. iin. 


Senator Martone. Now, will you, Chairman Martin, supply the 
committee with a memorandum that Mr. Eccles referred ? 

Mr. Martin. All right. 

(The following was subsequently furnished for the record :) 

From a review of the Board’s files, we believe that the material on this sub- 
ject referred to by Mr. Eccles at a hearing before the House Banking and Cur- 


rency Committee in 1947 was the following internal memorandum prepared by 
the Board’s General Counsel: 


“IMPOSITION OF INTEREST CHARGE ON OUTSTANDING FEDERAL RESERVE NOTES 


“Legal authority —The fourth paragraph of section 16 of the Federal Reserve 
Act provides that a Federal Reserve bank ‘shall pay such rate of interest as may 
be established by the Board of Governors of the Federal Reserve System on only 
that amount of such notes [Federal Reserve notes] which equals the total amount 
of its outstanding Federal Reserve notes less the amount of gold certificates held 
by the Federal Reserve agent as collateral security.’ 

“Tt is true that the primary intent of Congress in placing this provision in the 
law seems to have been to provide a means of controlling the expansion of Fed- 
eral Reserve notes, but the legislative history indicates that a minor considera- 
tion at least was possible revenue to the Government. At any rate, the provision 
of the law is explicit and appears to give the Board full authority to impose an 
interest rate on outstanding Federal Reserve notes (less the amount of gold cer- 
tificates securing them) whenever it considers it advisable to do so. The law does 
not specifically state to whom the interest shall be paid by the Federal Reserve 
banks, but it is reasonable and logical to conclude from the legislative history of 
the matter that the payment is to go to the Government.” 


Senator Matone. Is it not a fact that the banks have given $2,449,- 
620,651 or 90 percent of Federal Reserve earnings to the United 
States Treasury during the years 1947 to 1956 despite the fact that 
Congress in section 7 terminated the right of the Treasury to par- 
ticipate in those earnings? 

Mr. Martrn. I will have to check the figure, but we did it under the 
authority that I have cited, and which we ‘will review. 

Senator Matonr. You can elaborate on it. You will note the capital 
accounts of the Reserve banks have $3,658,839,651 instead of $1,209,- 
219,000 at the end of 1956, had the Board administered the act as writ- 
ten or without checking those figures? 

Mr. Martin. I will check those figures. 

Senator Matone. Is it not a fact that the Federal Reserve earnings 
given the Treasury are not interest in any proper sense as provided for 
in section 16, paragraph 4, or is it? 
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Mr. Martin. No, I think that is right. That is why we are glad 
that in the present Financial Institutions Act that the law is being 
changed to provide specifically for 

Senator Matone. Does that mean if we do not pass that act that you 
have been violating the law? 

Mr. Martin. No, I don’t think so. But we are going to review this 
whole thing now. But I think it is perfectly clear that Chairman 
Eccles on the advice of his legal staff at the time conferred with the 
Chairman of the House and Senate Banking and Currency Commit- 
tees, and decided that this was a proper way to do it. 

Senator Martone. I don’t see how you can decide the thing by con- 
ferring with the committee that wasn’t in office when you passed the 
act, because they have no authority to say what was meant or anything 
else. The authority, if any, or intent of Congress can be studied, isn’t 
that about the limit of the latitude you can use beyond what the law 
says or in interpreting what it means? ' 

Mr. Martin. I think so. 

Senator Matonre. What would this committee have you do with it 
now if we don’t amend the law? Why would you go with what the 
committee advised that it would like to see you do? 

Mr. Martrn. I merely cited the fact that he conferred with the two 
committees that are the closest allied to the Federal Reserve activities, 
but he did it on his own authority after he consulted with the legal 
advisers. 

Senator Matone. Now what interest charge so levied would there be 
anyway to make it equal 90 percent of the earnings of the Federal 
Reserve banks each year since 1946? 

Mr. Martin. So levied—not exactly on the notes, but I will put in 
the record how we figured that. 

Senator Martone. Give us the principle of how you are doing it. 

Mr. Martin. Right. 

Senator Matonr. Has such a so-called interest charge as that 
— to be levied, ever acted as a restriction on the issuance of Federal 

eserve notes? 

Mr. Martin. No. 

Senator Matone. Is it not a simple fact that an interest charge on 
the issuance of Federal Reserve notes, as provided for in section 16, 
paragraph 4, has never been levied by the Board ? 

Mr. Martin. I think that is right, but I will have to check it. 

Senator Matonr. Make any correction that you care to make in your 
testimony there. Is it not a fact that the Board decided in 1947 and 
since to amend section 7 to suit this purpose, and is that what you are 
doing now? 

Mr. Martin. That is what is being done at the moment in the Fi- 
nancial Institutions Act. 

Senator Martone. If it doesn’t pass, would that make any difference 
in what you are doing? 

Mr. Martin. If it doesn’t pass I presume we would use the old 
authority. 

Senator Martone. You would continue to do what you are doing 
regardless of whether it is amended or not? 

Mr. Martin. We would have no alternative until we got additional 
authority. 
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Senator Martone. Aren’t you now in a position that Mr. Eccles was 
in, don’t you have to make the decision yourself and stand or fall on it? 
Mr. Martin. That we are doing. We have already decided that it 
ought to be done. 
enator Matone. If you don’t get the authority, then you would 
review it and see what you should do on your own account? 

Mr. Martin. We are reviewing it. We have reviewed it and are 
convinced that we have the legal authority. 

Senator Matone. Why do you want it amended ? 

Mr. Martin. There are some differences of opinion on this, and we 
wanted to clarify it so there would be no doubt whatever about it. 

Senator Martone. Did not this procedure on the part of Mr. Eccles 
in 1947 arise from the fact that nearly all the earnings of the Reserve 
System arose from investment by Federal Reserve banks of the United 
States, securities, and from the desire to avoid an airing of the fact 
which would have been necessary to ask Congress to amend section 7? 
He didn’t ask for an amendment; he went ahead and did it? 

Mr. Martin. That is right. 

Senator Martone. You have aired it. You have had a hearing be- 
fore the Banking and Currency Committee; they asked you the nec- 
essary questions and then got the bill introduced; is that it? 

Mr. Martin. That is correct. 

Senator Martone. Does not correct administration of the Reserve 
Act require that the Board adhere to the provisions of sections 7 and 
16, as written by the Congress, until Congress should alter them? 
That was the purpose of my question of what you would do if you 
don’t get it. 

Mr. Martin. We will continue to utilize the same procedure that 
we have been utilizing. 

Senator Matone. Would you ask your attorney to look it over 
again ? 

Mr. Martin. I will be glad to, and have that commented on in the 
record. 

Senator Martone. I mean if you didn’t get the amendment? If you 
do everything according to law, would you feel it necessary to go into 
it again legally to get the legality of it as interpreted by your own 
counsel if you didn’t get this amendment ? 

Mr. Martin. We have already had our counsel review it, and he 
believes it is legal at the present time. 

Senator Matone. But he also believes that he ought to be fortified 
by an amendment ? 

Mr. Martin. That is right. 

(The following was subsequently furnished for the record :) 


INTEREST ON FEDERAL RESERVE NOTES 


In connection with section 7 of title II of the proposed Financial Institutions 
Act (S. 1451), questions have been raised as to the purposes of the provision 
of section 16 of the Federal Reserve Act authorizing the Board to levy an inter- 
est charge on outstanding Federal Reserve notes and as to the legality of the 
action taken by the Board under this provision in 1947 and in succeeding years 
for the purpose of providing for payment of excess earnings of the Federal Re- 
serve banks to the United States. Questions have also been raised as to the 
amounts which have been paid by the Reserve banks to the United States as a 
result of this action during the years 1947 to 1956, and as to the methods used 
in calculating the interest rate established by the Board for this purpose. 
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PURPOSES OF THE PROVISION 


The fourth paragraph of section 16 of the Federal Reserve Act (12 U. S. C. 
414) provides that, in connection with the issuance of Federal Reserve notes 
to a Federal Reserve bank, “such bank * * * shall pay such rate of interest as 
may be established by the Board of Governors of the Federal Reserve System 
on only that amount of such notes which equals the total amount of its out- 
standing Federal Reserve notes less the amount of gold certificates held by the 
Federal Reserve agent as collateral security.” This provision was a part of the 
original Federal Reserve Act, although as first enacted it provided that the 
interest charge should be imposed upon the total amount of Federal Reserve 
notes issued; by an amendment in 1917, the provision was changed to make the 
interest charge applicable only to the amount by which outstanding Federal 
Reserve notes exceeds the gold held as collateral security for such notes. 

The legislative history of the provision indicates that the framers of the 
Federal Reserve Act regarded it as a means of preventing inflation through undue 
expansion of the volume of outstanding Federal Reserve notes. At the same 
time, however, there is evidence that they also regarded the provisions as a means 
of providing revenue to the Government. 

The report of the Senate Committee on Banking and Currency with respect to 
the original Federal Reserve Act stated: 

“* * * The emission of these notes is controlled by the Federal Reserve Board, 
which is authorized to control the volume of these notes and the terms upon 
which they shall be advanced to the Federal Reserve bank and the conditions of 
retirement. 

“The Federal Reserve Board is authorized to tax the issue of the notes and 
also to fix the rate of interest on the discounts of the Federal Reserve banks, 
and in this way keep a double check on the issuance of the Federal Reserve 
notes” (S. Rept. 133, Nov. 22, 1913, p. 25). 

When the bill was under discussion in the House of Representatives, Mr. 
Barkley stated that the proposed “tax” on Federal Reserve notes would “pre- 
vent an inflation of the currency” (50 Congressional Record 4788). On the floor 
of the Senate, Senator Swanson, after pointing out that the tax on Federal Re- 
serve notes was modeled after a similar provision in the German banking system, 
declared : 

“* * * The tax or interest charge upon the currency issued under this bill is 
regulated by the Federal Reserve Board. This Board can increase or decrease 
this tax or charge as the requirements of the situation demand. By being privi- 
leged to fix the tax or charge upon currency they can retard excessive inflation 
or in time of gloom or depression give needed encouragement and stimulation. 
* * *” (51 Congressional Record 431). 

In response to a question as to whether the purpose of the tax on Federal 
Reserve notes was to provide revenue or to impose a check upon inflation, Sen- 
ator Owen, the sponsor of the bill, stated that the provision was designed “to pre- 
vent the possibility of expanding those notes to excess.” 

Despite the above indications that the provision was regarded as an instru- 
ment for the control of the volume of Federal Reserve notes, there were also 
indications that the provision was considered as a means of providing revenue 
to the Government. 

The report of the House Banking and Currency Committee on the Federal 
Reserve Act observed that the plan for retiring national bank notes secured by 
bonds bearing the circulation privilege would cost the Government approximately 
1 percent per annum, since under the bill is was proposed that 2-percent bonds 
should be exchanged for 3-percent bonds without the circulation privilege. To 
meet this cost, however, the committee report stated: 

“The committee has arranged to give the proposed Federal Reserve Board 
power to tax the new currency at such rate as it might deem best, and should it 
impose a tax of 1 percent the Government would be reimbursed for any excess 
interest payments which it might be required to make on the new bonds” (H. Rept. 
69, Sept. 9, 1913, p. 25). 

Although, as previously indicated, Senator Swanson referred to the provision 
as a means of preventing inflation, a few minutes later in the same speech he 
made the following statement which clearly indicates that he regarded the pro- 
vision as also designed to give the Government a part of any profits resulting 
from the issuance of Federal Reserve notes: 

“* * * Another benefit accruing to the Government on account of the method 
of issuing these notes is that, being Government notes, the benefits derived from 
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their issuance will go to the Government and thus to all the people. All the 
profits of these Reserve banks which issue these currency notes, after the pay- 
ment of 6 percent interest on their capital stock, will go to the Government. 
In addition the Federal Reserve Board is given the power to fix the tax which 
would be imposed upon the issue of notes, thus giving them ample authority to 
look after the interests of the Government in this respect” (51 Congressional 
Record 432). 

In the circumstances, it can fairly be said that the legislative history of the 
provision in question indicates that, while its primary purpose was control of the 
volume of Federal Reserve notes, it was also regarded as a possible method of 
affording the Government a certain profit from the issuance of Federal Reserve 
notes. 

Not long after the enactment of the Federal Reserve Act, counsel for the 
Federal Reserve Board, in a memorandum to Mr. Paul M. Warburg, then a 
member of the Board, stated that the intent of this provision was “to enable the 
Federal Reserve Board to control, as far as possible, the conditions governing 
the demand for credit and to enable the Board to adapt not only rediscount rates 
but also the volume of Federal Reserve notes to the varying needs of different 
sections of the country.’ In 1916, in a public statement, the Board stated that 
“one of the primary purposes of this provision was to enable the Federal Reserve 
Board to control the volume of notes of this character placed in circulation” (16 
Federal Reserve Bulletin, p. 273). 

These statements, however, are not necessarily inconsistent with the position 
that one of the purposes of the provision may have been to raise revenue. It is 
to be noted that the Board’s 1916 statement referred to the control of the volume 
of Federal Reserve notes as one of the purposes of the provision. Actually, there 
would have been little reason before 1933 for invoking the provision as a means 
of diverting excess earnings of the Federal Reserve banks to the United States, 
since the payment of interest under the provision would have been an expense 
which would have reduced the net earnings of the Reserve banks and therefore 
the amount of the franchise tax which the Reserve banks were required to pay 
to the Treasury prior to 1933. This point was mentioned when, in February 1937, 
Chairman Eccles was testifying before the House Banking and Currency Com- 
mittee. At that time, Representative Patman, after criticizing the Board’s 
failure to levy an interest charge on Federal Reserve notes, stated that appar- 
ently the reason for which the Board had not levied such a charge before 1933 
was that, because of the franchise tax, excess earnings of the Reserve banks 
went “into the Treasury anyway.” 


LEGALITY OF THE USE OF THE PROVISIONS FOR REVENUE PURPOSES 


From the date of the original enactment of the Federal Reserve Act until 
passage of the Banking Act of 1933, section 7 of the act required each Federal 
Reserve bank to pay to the Treasury, annually, 90 percent of its net earnings 
after expenses and dividends. However, in setting up the Federal Deposit Insur- 
ance Corporation, the Banking Act of 1933 required each Federal Reserve bank 
to subscribe an amount equal to one-half of its surplus to the capital stock of that 
Corporation. These subscriptions reduced the surplus of the Reserve banks to 
considerably less than one-half of their subscribed capital; and consequently 
Congress deemed it desirable at that time to eliminate the franchise tax in order 
to permit Federal Reserve banks to build up their surplus accounts from future 


“earnings. 


During the 10 years following the Banking Act of 1933, the earnings of the 
Reserve banks were relatively small. After the war, however, their earnings 
substantially increased, largely because of their holdings of Government securi- 
ties. Accordingly, in 1947, the Board concluded that it would be appropriate 
for the Reserve banks to pay to the Treasury the bulk of their net earnings 
after providing for necessary expenses and the statutory dividend on stock held 
by member banks. For this purpose, the Board acted under section 16 of the 
Federal Reserve Act to levy an interest charge on outstanding Federal Reserve 
notes at such a rate as to make it possible for the Reserve banks to pay to the 
Treasury annually approximately 90 percent of their net earnings. 

Before taking that action, the proposed imposition of an interest charge 
on Federal Reserve notes was discussed by Chairman Eccles, of the Board, 
before both Banking and Currency Committees of Congress at open hearings. 
An announcement of the Board’s action was published in the Federal Reserve 
Bulletin for May 1947. The Board’s action was reported to Congress in the 
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Board’s annual report for 1947; in each annual report from that time the Board 
has informed Congress as to the amounts paid by the Federal Reserve banks 
to the Treasury as interest on Federal Reserve notes. 

As heretofore indicated, the legislative history of the provision of section 16 
of the Federal Reserve Act here under discussion contains evidence that one 
of its subsidiary purposes may have been to permit payment of a portion of 
the earnings of the Federal Reserve banks to the Government. In any event, 
however, the language of the provision is so clear and unambiguous as to make 
it unnecessary to resort to any extrinsic aids in its construction, including 
its legislative history. It explicitly gives the Board discretion in establishing 
a rate on Federal Reserve notes without qualifying that discretion by any 
indication of the purpose for which the provision may be used. The repeal of 
the franchise tax provisions by the Banking Act of 1933 did not affect the 
authority of the Board to establish rates of interest under section 16; aud 
it may be noted that, while the franchise tax was payable by virtue of a manda- 
tory provision, the authority to impose interest charges under section 16 is 
committed entirely to the discretion of the Board. 

In its recommendations to the House Banking and Currency Committee with 
respect to the proposed Financial Institutions Act, the Board expressed the 
opinion that “it is clearly authorized to require the Federal Reserve banks to 
take the action it did in 1847 and annually since that time.” However, since 
this authority had been questioned in some quarters and since the procedure 
involved is somewhat awkward and complicated, the Board recommended that 
the law be clarified so as to provide specific direction or authority for payment 
to the United States by the Federal Reserve banks of a percentage of their net 
earnings after expenses and dividends. 


AMOUNTS PAID BY FEDERAL RESERVE BANKS TO UNITED STATES 


The total amount paid by the 12 Federal Reserve banks to the Treasury of 
the United States from 1947 to 1956, inclusive, in the form of an interest charge 
on Federal Reserve notes, was $2,450,650,837. 


METHOD OF COMPUTING RATE OF INTEREST 


In utilizing its authority under the fourth paragraph of section 16 of the 
Federal Reserve Act, the Board has established the interest rate as an arith- 
metical device which will result in payment to the Treasury of approximately 
90 percent of the net earnings (after expenses and dividends) of the Federal 
Reserve banks. Thus the amount that is to be paid to the Treasury is known 
and is used as the basis in working back to the interest rate which is necessary 
to accomplish the desired result. The computing procedure is outlined below: 

1. Net earnings. 

2. Deductions— 

(a) Dividends. 
(b) Allowances to build up surplus to 100 percent of subscribed capital. 

3. Net earnings subject to interest (item 1 minus item 2). 

4. Desired interest payment (90 percent of item 3). 


5. Daily average of outstanding Federal Reserve notes not collateraled by 
gold certificates. 
6. Interest rate (item 4 divided by item 5). 


Senator Martone. The question then is whether the Treasury should 
be required to return to the Federal Reserve bank that proportion 
of the earnings which the Board has diverted since 1946. But you 
have already reviewed that, and you would not consider that neces- 
sary even if this amendment did not pass? 

Mr. Martin. That is right. 

Senator Matonre. When Mr. McKinney was discussing how member 
banks get reserves, he mentioned borrowing from the Federal Reserve 
banks and open-market operations, but he omits the float, which could 
be more important than the rediscounts and advances. Why wasn’t 
this included? Do you have any information on that matter? 

Mr. Martrn. I thought he mentioned it, Senator. 








f 
f 





{ 

i 
i 
i 
: 
et 


1586 FINANCIAL CONDITION OF THE UNITED STATES 


Senator Matone. I didn’t notice it in the review of the testimony. 

Mr. Martin. I think he mentioned it. 

Senator Marone. Now his inventory of anti-inflation prescriptions 
does not include the elimination of the float. We have already re- 
viewed that and your going into it again. 

Mr. Martin. Right. 

Senator Martone. Now you have said that the Employment Act of 
1946 plus the Federal Reserve Act, considering the two together, you 
think they give you the necessary authority—the general rule you 
have adopted is correct? 

Mr. Martin. That is correct. 

Senator Martone. That you can take into account the amount of 
money in circulation necessary for “sustained economic growth.” 

You can consider the economic system and carrying the con- 
tinued advance of the investments and economic system, you can 
take all that into consideration? On March 13, 1939, the banks issued 
the statement in respect to proposals to maintain prices at fixed levels 
through the monetary «ction in which it was stated that experience 
has shown that prices cannot be controlled by changes in the amount 
and cost of money. The Board’s control of the amount of money is 
not complete, and cannot be made complete, that steady average of 
ay does not necessarily result in lasting prosperity—what do you 

ave to say there that the prices cannot be controlled by changes in 
the cost of money? 

Mr. Marttn. I will have to review that statement, Senator. I am 
not familiar with it. That is March 13, 1939? 

Senator Martone. Yes, March 13, 1939. Now, a steady level of 
average prices is not nearly as important to the people as a fair 
relationship between the prices of commodities which they produce 
and those they must buy. The relationship you know is what counts. 
Will you discuss that 

Mr. Martin. I will. 

(The following was subsequently furnished for the record :) 

I was not a member of the Board in 1939 and the present Board has not had 
occasion to review the statement of March 13, 1939. It is quite clear, however, 
that the conditions which confront us today are quite different from those of 18 
years ago, to which that statement was addressed. At that time a major con- 
cern was a decline in wholesale commodity prices, primarily in the prices of farm 
products, which had continued for about 18 months and which appeared to 
threaten recovery from the secondary depression of the late thirties. The ease 
in credit conditions then was unprecedented, yields on United States Government 
securities were at new record low levels, the excess reserve position of member 
banks exceeded $4 billion, and consumer prices were relatively stable. 

My statement with respect to the Employment Act of 1946 is addressed to a 
situation where there has been such a persistent rise in the cost of living at a 
time of high prosperity that business and individual decisions begin to be made in 
the expectation that the cost of living will continue to rise. This, we believe, 
can only lead to ultimate economic chaos and incalculable human suffering. 

Senator Martone. Now, the Board then at that time was opposed 
to the steady average of prices as a criterion of economic health. They 
did not wish Congress to make a prerequisite of Federal Reserve 
policy. You seem to disagree with items 3 and 4 of that Board state- 
ment. What lessons have we learned since 1939 in that regard which 
would indicate that your opinion as to desirability of stable prices is 
correct and their judgment erroneous in 1939? Have you thought 
of it in that light? 
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Mr. Martin. I have, and I will be glad to get that statement of 
1939 and 

Senator Marone. All right. Now may I ask you a question that is 
bothering a good many people. You are in a position to know. Did 
the Treasury furnish oil companies, that is through the banks, the 
members of the Reserve System, like the Chase National, the National 
City banks and others, to pay oil royalties in the Middle East or In- 
donesia in the past 5 years? 

Mr. Martin. I don’t know. 

Senator Manone. Is there any way of finding out ? 

Mr. Marcer. I think I know, Senator, the problem referred to 
I will try to provide the information. 

(The following was subsequently furnished for the record :) 

I know of no such transactions during the past 5 years. In 1948, a foreign 
government released gold sovereigns, held under earmark at the Federal Reserve 
Bank of New York, to enable an oil company to make royalty payments in the 
Middle East. This was an agency transaction and did not involve the account 
of either the United States Treasury or the Federal Reserve System. 

Senator Martone. Fine. You can provide it. 

Mr. Martin. Yes. 

Senator Martone. How much gold has been provided in foreign 
trade? It is my impression that we have a table in volume I of the 
printed testimony. 

Mr. Martin. I think we have it, but we will get it for you. 

(The following was subsequently furnished for the record :) 

A table showing United States gold transactions with foreign governments, 
central banks, and international institutions, 1934-57, has been submitted by the 
Secretary of the Treasury and published on page 457, part 1, of these hearings. 

Senator Matone. That is a matter of judgment. You are familiar 
with the fact that a good many Treasury bonds are bonds issued by 
the Treasury and are being cashed in pretty fast, as a matter of fact; 
isn’t that a fact? 

Mr. Martin. Yes. 

Senator Martone. Why do you think that has taken place? Does it 
have anything to do with lack of confidence in the money system, the 
bonds, as to what their value is likely to be, market value? 

Mr. Martin. Well, in the case of E bonds, it is not market value, 
but I think it is an opportunity to get a better return on some other 
investment. 

Senator Matonr. In other words, they think their money is safer 
in stocks than it is in bonds? 

Mr. Martin. I don’t think it is a case of safer. I think they think 
they can get a better return. 

Senator Matone. In other words, they can realize on the inflation. 

Mr. Marit. That is right. 

Senator Matons. That the price of the bonds, if they are sound 
bonds to start with, in sound companies, will advance with inflation. 

Mr. Martrn. That is right. 

Senator Matonr. And the Government’s security will not? 

Mr. Martin. That is right. 

Senator Matone. So you think that is more the reason than lack 
of confidence ? 

Mr. Martin. I think so. 
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Senator Matone. What is the price of these bonds on the market 
right now? What are the various rates of interest that are being paid 
on the bonds that are on the market at the present time ? 

Mr. Martin. The E and H bonds that are being sold now pay 314 
percent interest. They are not marketable. They can be cashed 
at any time for the same amount of money that was put into them. 

Senator Martone. Plus the interest up to date? 

Mr. Martin. Yes. There is a table on the back of each bond that 
shows how much you can get if you hold it for a specified period of 
time. 

Senator Martone. And that approximates the amount of interest up 
to that date? 

Mr. Martin. That is right. 

Senator Matone. What is that bond worth on the open market? 

Mr. Martin. They are not marketable, you see. The E and H 
bonds are—if you buy the bond, a $1,000 bond for $750, you can, after 
holding it 2 months, always get your $750 back. If you hold it for 6 
months you will get $756. If you hold it for another 6 months, you 

et 
z Senator Martone. So if you hold it over a 10-year period, you get 
the $1,000 regardless of what it will buy, less or more at that time? 

Mr. Martin. That is right. 

Senator Maton. What bonds are there that are marketable? 

Mr. Martin. There is quite a list of them here. 

Senator Matong. Would you make that just a part of the record. 

Mr. Martin. Yes; we will be glad to. 

Senator Matonr. What are those bonds quoted on the market, a 
$100 bond, what is it quoted on the market—there are different rates 
of interests on these bonds, are there not. 

Mr. Martin. I will get you recent market prices on all of them 
and put them in. 

(The following was subsequently furnished for the record :) 
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at Prices and yields, U. 8S. Government marketable securities, Aug. 19, 1957 
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Senator Matong. All right. 
Do you of your own knowledge know that they are under 100 


percent ? 
Mr. Martin. Oh, yes. There are a number of them that are under. b 
Senator Martone. How low are they quoted, some of them ? on 
Mr. Martin. I would say about 83, 84 is about as low as it is. 
Senator Matone. What is the reason for that? I! 


Mr. Martin. The reason for it is the increase in interest rates and 
the—that is the method by which the increase in interest rates is 
reflected in the bonds of current holders. 

Senator Martone. I just wanted the record to show it. You can 
elaborate in this list, if you will. 

Mr. Martin. Yes. 

Senator Matone. For a long time—your memory wasn’t very good | th 
before—for a long time when this debt was going up by leaps and 





| 
bounds, the propaganda from Washington was that it does not make | m 
any difference because the interest is so much lower, so the cost of the | M 
additional amount is really lower than the original amount. Do you’ | 
remember the propaganda that used to go out, that lowering the | | 
interest rate would result in a lower cost of carrying the increased debt | ha 
even though the debt was greater? Do you remember that argument? | in 
Mr. Martin. Yes. res 
Senator Matone. You do remember it ? Th 
Mr. Martin. I remember that. W) 
Senator Martone. Since we got ourselves in this fix, many of us for 
knew and stated that it would happen, when we reached around a sec 
$280 billion debt, Mr. Chairman, that the interest would be raised. ‘ 
What is the debt today ? I 
Mr. Martin. About two hundred and seventy-three. s 
Senator Manone. $273 billion. It varies from day to day, doesn’t lio 
it? ) 
Mr. Martin. Right. fins 
Senator Matone. Whatever it is, if we are successful in selling all ind 
of the bonds, Mr. Chairman—what is the last issue offered at, what non 
rate of interest ? av 
Mr. Martin. That last issue was a 237-day bill in the amount of a was 
billion and three-quarters, and it sold at 4.17 percent. to s 
Senator Martone. Haven’t some been put out at about five? buil 
Mr. Martin. No. That is the highest. T 
Senator Matonr. Not yet. So that is the highest. If you are | S 
able to float everything as you go along during the next year, there | that 
are quite a few maturities as you go along, aren’t there? M 
Mr. Martin. Yes. | her 
Senator Matone. Suppose we come to the end of all of them? We Lin o 
refinance, and it is 4 or 5 percent, 414 percent average, times $273 | S 
billion. What would be the interest charged to the Government? M 
Mr. Martin. That is an almost impossible computation. S 
Senator Matonz. After it all happened, if there was an average of for « 
41% percent, it would be easy; wouldn’t it ? here 
Mr. Martin. Yes. M 
Senator MaLtone. What would it amount to? M 
Mr. Martin. I have to compute it. Se 
Senator Matone. Just make it a part of the record. It would be reco) 


around 13 to 14 billion; wouldn’t it? 
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Mr. Martin. It would be very high. 

(The following was subsequently furnished for the record :) 

Four and one-half percent of $273 billion is about $12.3 billion. Of the $273 
billion of public debt about $160 billion is marketable debt, of which less than 
one-half matures within a year while $2.7 billion does not mature until 1995. 

Senator Matonr. What was the cost of running the Government in 
1933 or 1934, the total cost of everything ? 

Mr. Martin. It was relatively way down. We can check. 

(The following was subsequently furnished for the record :) 


Budget expenditures in 1933 were $4.7 billion and in 1934, $6.7 billion. - 


Senator Matonr. For your information, it was about $31 billion 
a year. Times have really changed, haven’t they? The interest on 
the debt is four times that now, or coming up to it. 

What was this about the German Government loaning a hundred 
million dollars to the World Bank? Are you familiar with that? 
Mr. Chairman, do you know about that ? 

Mr. Martry. Mr. Marget can answer that. 

Mr. Marerr. Yes, it was simply this. The German Government 
has a large reserve. It has been the custom for many of the European, 
indeed foreign central banks all over the world, to keep some of their 
reserves invested in short-term securities in the New York market. 
They invest, for example, in Treasury bills on a considerable scale. 
What they have done here, since the German reserves are very com- 
fortable, is simply this. They thought they could invest this sum in 
securities of a slightly longer maturity, with a higher yield. 

Senator Martone. They did loan them the money 4 

Mr. Marcer. Yes. 

Senator Matonr. Where did they get the money to loan $100 mil- 
lion back to an outfit that we lar gely financed ? 

Mr. Marcer. We financed Germany—let me put it this way—we 
financed it at a time when its level of economic activity was very low 
indeed, when there was hunger in the country, when the whole eco- 
nomic apparatus was smashed. Since that time, Germany has staged 
a very remarkable recovery and one of the aspects of this recovery 
was that she was not only able to import considerable commodities, so 
to speak, to pay her way, but also to do some saving in the form of 
building up reserves. 

That is the answer, I think. She has built wp a very sizable reserve. 

Senator Martone. Germany has 1,777 million in dollar balances; is 
that right ? 

Mr. Marcer. That is the dollar balance part of it. If you include 
her gold holdings, it is much more. She has not far from $4 billion 
in gold and foreign exchange holdings. 

Senator Matonr. What are her gold holdings? 

Mr. Marcer. I will look that up. 

Senator Martone. I think we have asked for a table of gold holdings 
for each nation. If you have it handy, you can supplement the record 
here. 

Mr. Martin. That is right. 

Mr. Marcer. I can give you that German figure. 

Senator Martone. Just give round figures, and then correct it in the 
record. You don’t have to find it. 
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Mr. Marcer. We do have it separately broken down. Gold and 
short-term dollars together are over 3 billion, 3.5. The rest of it, the 
rest of the 4 billion, is made up of convertible currency. 

Senator Matone. What would that make the gold holdings? 

Mr. Marcer. Something under the 3.5 billion figure I just gave 
you, because that includes also the dollar balances. 

Mr. Martin. I would think they would be, roughly, a billion and 
three-quarters. 

Senator Matone. Where did they get this gold? 

Mr. Marcer. They accumulated it out of trade basically. It came 
basically from excess of exports over imports, and some capital move- 
ment. There has been some recent strong speculative movement of 
funds to Germany. Money has gone to Germany because the specu- 
lators think they will appreciate their currency. 

Senator Matone. That means raise the value in terms of the dollar? 

Mr. Marcer. That is right. The figure for reported gold reserves 
of Germany is $1.8 billion. 

Senator Matonr. Let me ask you: Do they still use the mark? 

Mr. Marcet. It isthe mark reestablished after the war. 

Senator Martone. They just cut loose from anything they issued 
before. Haven’t they done that twice now over the span of years—two 
wars? 

Mr. Marcet. They call this the deutschemark as opposed to what 
they called the reichsmark. The reichsmark was the currency that 
depreciated so considerably during the war, and then they had a 
conversion. 

Senator Martone. How much money have we given Germany since 
the war ? 

Mr. Marcer. Something about $3 billion in relief of various kinds. 

Senator Matone. It corresponds roughly to the dollar balance and 
the gold they have? 

Mr. Marcer. It happens to work out that way. 

Senator Martone. I don’t see how it could do otherwise. 

Mr. Marcer. Some other countries haven’t come out with such an 
equal balance. 

Senator Martone. I don’t suppose Congress and the Secretary of the 
Treasury and the Federal Reserve think of it, but I have. I thought 
of it in 1947. German people will work and they will fight. That 
is different from most of the European nations. 

Now, what I would like to leave roughly with you, Mr. Secre- 
tary—we have covered most of it, I think—is that the plan—and I 
believe there was a plan—in 1933 and 1934, and from there on for a 
number of years to depreciate our currency through inflation, price 
ourselves out of all world markets, which we did, all this poppycock 
about our methods and know-how, being able to compete with cheap 
foreign labor, of course, doesn’t stand up. If you would look it over, 
you would know better in 5 minutes. 

The United States investors—and I do not blame them, they are 
smart, and if I were handling one of their companies, I would do 
exactly the same—I blame a silly Congress and a policy of an admin- 
istration that makes it profitable—under this free trade where there 
is no duty or tariff to equal the difference in the wage standard of liv- 
ing and the cost of doing business here and in the chief competing 
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nation on each product. Through the 1934 Trade Agreements Act the 
responsibility of Congress to regulate foreign trade was transferred to 
34 competing nations in Geneva; with 4 organizations which we have 
reviewed—you named them for me at the beginning. Can you name 
them again ? 

Mr. Martin. The Export-Import Bank, the International Bank, 
the International Monetary Fund, and the International Finance 
Corporation. 

Senator Martone. Those are the four. 

Mr. Martin. Yes. 

Senator Martone. And coupled with the Department of Commerce, 
all with one idea; that is, to get American capital invested abroad in 
the so-called underdeveloped countries by cheap-labor countries. 

I promised one of your compatriots in another department, if he 
wanted to see some real underdeveloped areas, I will show him some 
after the session in this country, not only underdeveloped, but going 
back to the undeveloped state under our free-trade policies, after 
millions and millions of dollars had been expended to develop them. 

This is what they do. I want you to understand it and I want it 
in the record. Not only are American investments going abroad to 
use the low-cost labor and import goods into this country, but the 70 
billion, whatever it is, including the 4 billion to Germany, has been 
used to build the factories and to manufacture the products, the very 
goods they are importing, that we were manufacturing here with 
American labor. Now our industries are being kept alive to the extent 
of the armed services buying. 

So, they take advantage of those billions of dollars of taxpayer’s 
money invested in foreign countries and with their own capital com- 
pete with American labor and investors. The last factory built is 
_ the best in the world, because it is the last one—would you under- 
_ stand that ? 

Mr. Martrn. Yes. 

Senator Matonr. Whom do they send—engineers and enconomists 
go first—the best in the world—the best they can get. Then they take 
_ the best trained men, 3 to 5 percent of American workingmen, may- 
_ be 7 to 8 percent, to train the low-cost labor. He does one thing and 
does it well, and, in a week or a month, he can learn to do it under 
the instruction of the American workingman who is the teacher while 
he is working. 

I have been through these factories. I am not talking from hear- 
say or from reading about it. The difference of the cost of labor 
is the difference in cost of the product plus transportation. 

So, these men are trained by American workingmen. They have 

the best plant in the world. Where do you think the best copper plant 
is? Iam about to tell you. I am sure you don’t know. It is in north- 
ern Chile, because it is the last one built, a smelter. It is the best 
plant in the world. 
__ The latest textile plants have been built in Japan, and are the best 
_in the world, because they are the last ones. They don’t hire any of 
_ these point 4 individuals, you notice. Most of them could not hold a 
_ job with private industry. 
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So this poppycock of being able to compete with cheap foreign labor 
on account oF our machinery and know-how is out, since our ma- 
chinery and know-how is available to every nation. 

The last, wherever it is, in Borneo, Chile, or in Idaho is the best 
plant. The only difference is in the cost of labor and transportation. 

So from what you have said, you are just two decades behind, and 
it is the time for some of you to catch up with the world’s methods. 

In Japan and Germany they work longer hours and harder than we 
do. 

So, the only difference, besides the difference in wages, is the cheap 
water transportation. 

Under the conditions laid down by the General Agreement on Tar- 
iffs and Trade—GATT—the foreign nations don’t have to live up 
to the conditions of the multilateral trade agreements while they are 
having money exchange difficulties. They will see to it that they have 
those troubles until we have averaged our wealth with theirs, and 
we are all living alike. 

So, you are to judge how much money ought to be in circulation in 
the United States of America for sustained economic growth, with the 
mining, machine tools, textiles, crockery, chemicals, and 5,000 other 
products on the way out through foreign sweatshop labor com- 
petition. 

You say that doesn’t affect you, my friend; I think it does. 

Then the 4 organizations you mentioned promoted American invest- 
ments abroad—in 1946—through the $334 billion loans to Britain 
and the Marshall plan in 1948. We started the real distribution of 
America’s wealth with the nations of the world. It is now the ICA— 
International Cooperation Administration—and through these gifts 
of cash these nations have built up dollar balances that endanger our 
whole economic structure. 

The Prime Minister of England took General Marshall’s statement 
in 1947 on the first bounce, and within 30 days told us just what it 
would cost us for 5 years—$17 billion. That was the real kickoff. 

The cheapening of the dollar through inflation didn’t start yester- 
day under you. You are not responsible for starting it, only for 
carrying it on. The inflation started when we left the gold standard 
in 1936. Do you agree with that? 

Mr. Martin. I agree that inflation started then. 

Senator Martone. Then, in 1934, when they passed the 1934 Trade 
Agreements Act (so-called Reciprocal) that started the rush of im- 
ported cheap-labor goods into this Nation. Then, in 1955, Mr. Dulles 
testified, sitting right where you are now, that under the 1934 Trade 
Agreements Act the President had full authority to organize GATT 
and locate it in Geneva, which he did in 1947. 

So, with 34 foreign competitive nations, sitting in Geneva, dividing 
the American markets among them through multilateral trade agree- 
ments, and the Federal Reserve Board continuing the inflation started 
in 1933, through their belief that they must judge the amount of money 
they put into circulation for “sustained economic growth,” the Ameri- 
can workingmen and investors are going down the drain. 

So, what we inflated was our currency, and deliberately priced 
ourselves out of a world market. We have virtually free trade, so 
that American-produced products can be displaced by foreign cheap- 
labor materials in American markets. 
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Thank God, the 1934 Trade Agreements Act, upon which GATT in 
Geneva is based, expires next year, in June. 

It all adds up to a preconceived plan to destroy the economic 
and social independence of the United States. 

I am going to read you what Mr. Lincoln said about such a plan. 
He gave us a way of recognizing it. He said, referring to things that 
were happening to him, referring to what he considered a preconceived 
plan—you will find this on page 537 of part 1 of these hearings—in a 
summary of the testimony of the Secretary of the Treasury, whom I 
admire, as you know; but Mr. Lincoln said: 

We cannot absolutely know that all these exact adaptations are the result of 
preconcert. But, when we see a lot of framed timbers, different portions of 
which we know have been gotten out at different times and places and by 
different workmen, and when we see these timbers joined together, and see they 
exactly make the frame of a house or a mill, all the tenons and mortises exactly 
adapted to their respective places, and not a piece too many or too few—in such 
a case, we find it impossible not to believe that all worked upon a common plan 
or draft drawn up before the first blow was struck. 

Does that ring a bell, that all these happenings beginning in 1933 
dovetail, Mr. Chairman ? 

Mr. Martin. I think that is a very interesting quotation. 

Senator Martone. It is beyond an interesting quotation. It shows 
perception. We need a little horsesense such as displayed by Lincoln 
in those days, and I don’t think we are past redemption. I think that 
Congress in 24 years has transferred practically all of its responsi- 
bility under the Constitution of the United States to the Executive— 
and he has given as much of that power to foreign nations through 
international organizations as he can under the law. 

Congress is not exercising its constitutional responsibilities. Why 
I cannot tell you. I believe that Congress will start taking back its 
constitutional responsibility. That is my opinion. 

Do you know why I believe that? The people have known for a 
long time that something is wrong. They worship the President. 
They like to believe in the Congress. Their confidence is very hard 
to shake. But we have shaken it. And they are beginning to think 
now, and you are going to hear from them; and when you do, this 
Congress will change overnight. 

I believe—I actually believe this—that if the people of this Nation 
suddenly fully understand what the Congress has done to them over 
24 years, they would move on Washington, they would not wait for 
an election. 

It is the fault of Congress. It is not your fault that all these things 
make a pattern, and they do, Mr. Chairman. You are just one little 
tadpole in the puddle, but you may have authority you should not 
have, just as the Director of the Office of Defense Mobilization with 
an office in the White House who can write off taxes on a short amor- 
tization plan for a construction that he himself judges necessary in 
the national-defense picture. No one man should have that power. 

I will place a summation of what you have said today in the record, 
just as I did with the Secretary of the Treasury, and I know you will 
have no objection. 

Mr. Marttin. Not a bit, Senator. 

I have enjoyed very much having this opportunity to get an insight 
into your thinking. 

93633—57—pt. 3——25 
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Senator Martone. I don’t say that I have decided anything. I came 
here 11 years ago. I am going to try desperately, as I have in the 
foreign-trade field, to understand the workings of this financial setup, 
so when we have to vote here, I will have made up my mind. 

I hope I am guided enough in it that I won’t make a mistake. I 
can’t tell you I won’t. I don’t know. No man knows all these things. 
We only set them up in the last 24 years to give one man the authority 
to say, “You shall sink or swim in a certain industry. You shall have 
a certain percent interest that will come about by the amount of money 
in circulation. You shall have one man who is a judge here whether 
the economic system needs more money or less.” 

Congress een the legislation; you didn’t do that. 

We are adjourning the meeting, to the call of the Chair. 

Mr. Martin. Thank you very much, sir. 

(Senator Malone subsequently submitted the following :) 


SUMMARY 


The 1957 annual report of the International Monetary Fund contains some very 
pertinent information under the heading “Relations With Other International 
Organizations.” 

INTERNATIONAL ORGANIZATIONS 


The following paragraph under that heading is found on page 142 of the 1957 
annual report: 

“In addition to its special relationship with the International Bank for Recon- 
struction and Development, the fund has maintained close contacts with the 
contracting parties to the General Agreement on Tariffs and Trade (GATT), the 
Organization for European Economic Cooperation (OQEEC), and the Bank for 
International Settlements. Arrangements were agreed for an increase in the 
interchange of information of mutual interest between the fund and the con- 
tracting parties, and liaison has been maintained between the secretariats of the 
two organizations. As in the past, fund missions attended meetings of the 
contracting parties in Geneva, and the contracting parties were represented at 
the annual meeting of the governors of the fund in Washington. 

“The fund was consulted in 1956 by the contracting parties in connection with 
their consultations with five governments on the discriminatory application of 
import restrictions being imposed in order to safeguard balances of payments 
and monetary reserves. In addition, similar consultations with the fund are 
being held through 1957 in connection with the contracting parties’ consultations 
with some 20 governments on import restrictions maintained for balance of 
payments reasons. The fund transmits to the contracting parties the results of 
its own article XIV consultations with the various governments concerned, 
together with background material relating to such countries, and fund missions 
cooperate with the GATT working parties conducting the consultations.” 


INTERNATIONAL SOCIALISM 


The summary of my cross-examination of former Secretary of the Treasury, 
George Humphrey, found on page 537, part 1 of the hearings of the Senate 
Finance Committee, contains an outline of the relationship between our cur- 
rency managed by the Federal Reserve Board and the Secretary of the Treasury, 
the four organizations to promote American investment abroad, the 1934 Trade 
Agreements Act, resulting in the regulation of our foreign trade by 34 foreign 
competitive nations under the General Agreement on Tariffs and Trade located 
at Geneva, and the distribution of American taxpayers’ money throughout the 
world spearheaded by the Marshall plan in 1948, and currently under the Inter- 
national Cooperation Administration. 


MANAGED CURRENCY 


The testimony of the Chairman of the Federal Reserve Board, Mr. William 
McChesney Martin, is very closely related to the testimony of the Secretary of 
the Treasury, Mr. Humphrey. Mr. Martin emphasized that the managed cur- 
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rency should continue until the relations between the nations of the world had 
become stabilized. Since such conditions have not existed for several hundred 
years the estimate of time which must elapse before we could return to a sound 
money basis, such as the gold standard that would prevent inflation, is rather 
remote. 

A MANAGED CURRENCY EQUALS A MANAGED ECONOMY 


A managed currency leads to a managed economy, and since Congress no longer 
has any direct control over the money system and has divested itself of control 
of foreign trade and is willing to appropriate billions of dollars each year of 
the taxpayers’ money to be distributed throughout the nations of the world, to 
say that you have a managed economy is probably a mild assertion. 

The Chairman of the Federal Reserve Board, Mr. Martin, claims the authority 
under the Federal Reserve Act and other legislation to regulate the amount of 
money in circulation in accordance with the judgment of the Board for a “sus- 
tained economic growth,” whatever this phrase may mean. 

Much of my cross-examination of both Mr. George Humphrey, former Secre- 
tary of the Treasury, and Mr. William McChesney Martin, Chairman of the 
Federal Reserve Board, hinged around the advisability of abandoning the man- 
aged currency idea which has led to a managed economy and returning to the 
gold standard where the citizens of this Nation could present a gold certificate 
at the window and secure gold in payment, and likewise with the silver certifi- 
cates. Therefore, I am submitting a complete study and outline of the history 
of the gold standard and the use of the metal for stabilization of the currency 
which, coupled with the summary of my cross-examination of the Secretary of 
the Treasury found in part I of the hearings, on page 537, completes the 
résumé to date. 


GOLD, DOLLARS, AND THE INTERNATIONAL MONETARY FUND 


1. “The Congress shall have Power * * *To coin Money, regulate the Value 
thereof, and of foreign Coin, and fix the Standard of Weights and Measures.”— 
Constitution of the United States, article I, section 8, paragraph 5. 

2. Congress on April 2, 1792, created the gold eagle, in the value of $10, desig- 
nating its weight as 270 grains 0.9162/3 fine. The net gold content of the eagle 
was 247.5 grains or 24.75 grains per dollar. 

8. On June 28, 1834, Congress reduced the net gold content of the dollar to 
23.2 grains by lowering the required fineness to 0.899225, and on January 18, 1837, 
the net gold content of the dollar was increased to 23.22 by increasing the fineness 
to 0.900. No change in fineness has been made since and if gold coinage was 
resumed gold coins, in the absence of a statutory change, would contain 9 parts 
gold and 1 part copper. 

4. On January 31, 1934, the President of the United States, Franklin D. Roose- 
velt, set the weight of the official but fictitious gold dollar at 1554; grains 0.900 
fine, thus reducing the net gold content of the dollar to 13.7142 grains. The gold 
content of the dollar was thus reduced to 59 percent of what it had been 
for 97 years. 

5. The late Garet Garrett, an authority on finance and who handled financial 
news on leading New York newspapers for many years, states in his work, The 
People’s Pottage, what the purpose was and how the administration profited 
from this devaluation of the dollar. “The difference, which was 41 cents in 
every dollar of gold that had been confiscated, was counted as Government profit 
and took the form of a free fund in the Treasury, called a stabilization fund, 
with which the President could do almost anything he liked. Actually it was 
used to take control of the foreign exchange market out of the hands of interna- 
tional finance.” Subsequently, however, foreign exchange control was again 
internationalized, and by action of the same administration, as will be shown. 

6. Devaluation of the dollar to 59 percent of its former worth was accomplished 
by a series of steps, including : 

(a) An Executive decree signed by the President on April 5, 1933, requiring 
all individuals and corporations to turn over their gold to the Government subject 
to penalties of double the value of any amounts of gold withheld plus imprison- 
ment for noncompliance. 

(b) Congress in the Federal Emergency Relief Act of May 12, 1933, gave the 
President authority to devalue the dollar at his discretion in any amount down 
to 50 percent of its previous value. Although gold had been confiscated and the 
President now had power to diminish its value, many corporations and indi- 
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viduals still held gold certificates which on their face were redeemable in gold. 

They had been sold and purchased in good faith and the Government had a 
solemn obligation if not a statutory or contractural duty to so redeem them at 
the termination of the emergency. 

(c) On June 5, 1933, Congress by an act requested by the administration, 
repudiated the gold redemption clause in all Government obligations, in effect 
divorcing all citizens from any semblance of the gold standard. 

(d) The President, under the presumed authority granted him in the Federal 
Emergency Relief Act, issued an Executive pronouncement authorizing the 
Reconstruction Finance Corporation to “buy newly mined gold in the United 
States at prices to be determined from time to time after consultation with the 
Secretary of the Treasury and the President.” The President also announced 
it a policy to buy and sell gold in the world market. 

(e) In accordance with this plan the President and the Secretary of State then 
until January 30, 1934, determined on a day-to-day basis the price that would 
be paid for minted gold, making such determinations arbitrarily and following 
no known criteria. Prices fluctuated generally between $30 and $34. 

(f) Congress on January 30, 1934, ratified the previous confiscation of gold 
coinage, and vested in the Government absolute title to the gold it had compelled 
the people to surrender in the months preceding. 

(g) One day later, on January 31, 1934, the President formally reduced the 
amount of gold in the dollar to the amount described in paragraph 4. 

7. On May 25, 1942, a so-called Cabinet Committee was set up at the request 
of the President to consider a plan proposed by the Treasury Department to set 
up a United Nations Stabilization Fund, later to become the International Mone- 
tary Fund, and a bank for “reconstruction and development.” The Committee 
functioned until completion of preparations for the Bretton Woods Conference 
of July 1-22, 1944, at which the International Monetary Fund was born. Secre- 
tary Morgenthau, Harry Dexter White, and V. Frank Coe were among those 
attending the initial Committee meeting. Harry Dexter White was generally 
conceded to be the spearhead for this plan. 

8. According to State Department publications “it being agreed that it was 
desirable for this Government to proceed with its plans for the creation of an 
international monetary fund and bank, it was decided at this meeting to estab- 
lish an interdepartmental subcommittee, which would report to the ‘Cabinet 
Committee.’ This subcommittee, known as the American Technical Committee, 
held its first meeting on May 28, 1942, under the chairmanship of Harry D. White, 
who was primarily responsible for the Treasury’s work in this field.” 

9. On April 7, 1943, the Treasury Department made public a letter from Sec- 
retary Morgenthau to Finance Ministers of 37 “United and Associated Nations,” 
again quoting the Treasury Department, “enclosing the proposal for an In- 
ternational Stabilization Fund developed by the Treasury under the guidance of 
Harry D. White in collaboration with the interdepartmental American Tech- 
nical Committee and inviting them to send their technical experts to Wash- 
ington to discuss the proposal. The following day, the British Government 
released the plan drawn up by its experts headed by Lord Keynes.” 

10. “The discussions were conducted for the United States by the American 
Technical Committee and continued throughout the rest of 1948 and into 1944. 
They include an exchange of views with Soviet experts, who came to Wash- 
ington early in 1944, and continuing exchanges with the British * * *” 

11. A “Joint Statement by Experts on the Establishment of an International 
Monetary Fund” was released on April 21, 1944. The statement set forth 
“principal features” of the proposed international fund on which, to quote the 
State Department, “agreement had been reached among the United States, the 
United Kingdom, China, the Soviet Union, and other countries.” 

12. President Roosevelt on May 26, 1944, announced he had called a confer- 
ence of 44 nations to meet at Breton Woods, N. H., in July of that year “to discuss 
the proposal for an International Monetary Fund and ‘possibly’ the proposal 
for a Bank for Reconstruction and Development.” 

13. At the conference, held July 1-22, 1944, in a remote mountain resort hotel 
at Bretton Woods, agreement was reached to create both the International Mone- 
tary Fund and International Bank for Reconstruction and Development. Secre- 
tary of the Treasury Morgenthau was chairman of the United States delegation, 
which included Harry Dexter White, Assistant to the Secretary, and from 
December 15, 1941, in direct charge of all Treasury matters “having a bearing 
on foreign relations.” 
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14. Articles of agreement were signed by delegates to the Conference, subject 
to ratification by their governments. 

15. The International Monetary Fund Agreement, conceived by Harry Dexter 
White and his associates, professes a number of generalized objectives, including 
the promotion of exchange stability, establishment of a multilateral system of 
payments, and the advancement of funds to member countries “to correct mal- 
adjustments in their balance of payments.” Actually it embraces a scheme for 
a perpetual international RFC, international control of the currencies of the 
world, and acquisition by officers and manipulators of the Fund of complete 
knoweldge of gold production, gold transactions, and the national economy of 
nations throughout the world. 

16. Economic policy was to be given equal weight with monetary policy in 
a provision that funds of the new international organization were to be used 
“to the development of the productive resources of all members as primary 
objectives of economic policy,” and for the elimination of restrictions “which 
hamper the growth of world trade.” Thus the fund was a forerunner of the 
$3,700 million loan to Great Britain, in which Harry Dexter White participated, 
the General Agreement on Tariffs and Trade, commonly known as GATT, in 
the conception of which Mr. White also participated, and in the subsequent 
foreign aid program which have cost the taxpayers of the Nation $69,136 million 
or only slightly under $70 billion. 

17. The agreement specified that members of the fund should be those 
countries represented at the Bretton Woods conference whose governments 
accepted membership, and to all other governments which subsequently sought 
membership in accordance with “such terms as may be prescribed by the fund.” 

18. Each signatory country to the agreement was assigned a quota as its 
contribution to the fund, which initially was to total $8,800 million. The 
United States was assigned the largest quota, $2,750 million, which was paid in 
full, most of it in 1946 and the remainder in 1947. The United Kingdom was 
assigned a quota of $1,300 million, Russia a quota of $1,200,000, China a quota 
of $500 million, and the other 41 signatory nations amounts ranging downward 
to $500,000. Russia, however, did not become a member or contribute. 

19. Each member, under the agreement, was to pay his contribution partly in 
its own currency and partly in gold or United States dollars. The remainder 
had the option of paying in gold 25 percent of its quota, or in gold and United 
States dollars 10 percent of its net official holdings in gold or dollars. Whichever 
basis of payment the nation chose, it was required to furnish to the fund the 
amount of its holdings in gold and dollars. Officers of the fund would therefore 
obtain full knowledge of the financial stability of each member nation. 

20. The signatory countries were all nations which had been “united” or 
“associated” in World War II, and had therefore participated to a major or 
minor degree in the $49,224, million expended by the United States in wartime 
assistance. Britain, not long after the monetary fund agreement, was extended a 
loan of $3,750 million, or nearly 3 times her quota to the monetary fund, a 
loan in which Harry Dexter White was active in procuring for her. White 
also proposed a $10 billion credit to Soviet Russia in addition to the $11 billion 
she has received in so-called lend-lease, but the latter was not granted and 
Russia did not become a participant in the fund. In other words, the United 
States, directly or indirectly, could be said to have financed the gold or dollar 
contributions to the fund made by other countries. 

21. Seventy-five to ninety percent of the contributions by foreign countries 
were made in their own currencies, which with the exception of several common- 
wealths were of fluctuating or little value. As stated before, these foreign nations 
were required to contribute only 10 to 25 percent in gold or dollars; the United 
States was required to contribute 100 percent in gold or dollars, 

22. The fund agreement stipulated that each member country furnish the 
fund such information as the officers of the fund deem necessary, including 
data pertinent to virtually every phase of the nation’s economy. 

23. Specifically, data are required on the following: 

(a) Price indexes, i. e., indexes of commodity prices in wholesale and retail 
markets and of export and import prices. 

(b) National income. 

(c) Gold production. 

(d@) Gold exports and imports, according to both countries of destination and 
origin. 

(e) Official holdings of gold at home and abroad. 

(f) Official holdings of foreign exchange. 
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(9) Holdings of gold by banking and financial agencies, other than official 
agencies. 

(h) Holdings of foreign exchange by banking and financial agencies other 
than official agencies. 

(i) Total exports and imports of merchandise, in terms of local currency 
values, according to countries of destination and origin. 

(fj) International balance of payments, including gold transactions, trade in 
goods and services, and known capital transactions. 

(k) International investment position, i. e., investments within the territories 
of the member owned abroad and investments owned abroad by persons in its 
territories. 

(lt) Buying and selling rates for foreign currencies. 

(m) Exchange controls. 

(n) Details of amounts awaiting clearance in respect to commercial and 
financial transactions. 

24. Assuming the authority and supernational powers of a one-world govern- 
ment, the agreement provided that the International Monetary Fund might 
obtain “further information” facilitating the preparation of studies “designed 
to assist members in developing policies which further the purposes of the fund.” 

25. Each participant was required by the agreement to express in terms of 
gold or terms of the United States dollar the par value of its currency as of 
July 1, 1944. 

26. Changes in the par value of a member’s currency, the agreement stipulates, 
“may be made only on the proposal of the member and only after consultation 
with the fund,” and no member shall propose a change “except to correct a funda- 
mental disequilibrium.” ‘This provision is of particular importance to the 
United States. As stated in paragraph 4 the par value of the United States 
dollar was reduced by President Roosevelt on January 31, 1934, to a net gold 
content of 13.7142 grains, although the Constitution, article 1, section 8, para- 
graph 5, states that it is to be set by the Congress, which did set the par value 
prior to President Roosevent’s action, and at a much higher gold content. Under 
the fund agreement, however, officers of the fund presume the right to pass on 
any change in the par value of the dollar the Congress might choose to make. 

27. The 79th Congress enacted the Bretton Woods Agreement Act, approved 
by the President on July 31, 1945. Section 5 of that act states in part: “Unless 
Congress by law authorizes such action, neither the President nor any person or 
agency shall on behalf of the United States * * * propose or agree to any change 
in the par value of the United States dollar under article IV, section 5, or article 
XX, section 4, of the articles of agreement of the fund, or approve any general 
change in par values under article IV, section 7.” Thus Congress, in effect, re- 
serves the constitutional right which it possesses to revalue the dollar, but pre- 
cludes another President from changing it as did President Roosevelt. Reserving 
only this authority, the 79th Congress otherwise affirmed the articles of agree- 
ment of the International Monetary Fund in their entirety. 

28. The 79th Congress, in this same act, gave blanket endorsement to other 
international movements, declaring that “additional measures of international 
cooperation are necessary,” that it is the “policy of the United States” to seek 
to bring about further agreement and cooperation among nations and interna- 
tional bodies, and that in pursuance of that policy ways and means should be 
sought “as soon as possible” to “reduce obstacles to and restrictions upon inter- 
national trade, eliminate unfair trade practices, promote mutually advantageous 
commercial relations, and promote the stability of international economic rela- 
tions.” 

Duties to equalize wages here and abroad are often referred to as trade bar- 
riers or obstacles to trade. 

29. The inaugural meeting of the Board of Governors of the fund was held 
in Savannah, Ga., in March 1946, Executive Directors were selected, and Wash- 
ington, D. C., established as headquarters of the fund. The first Washington 
meeting was held May 6, 1946. 

30. Harry Dexter White was appointed Executive Director of the Interna- 
tional Monetary Fund by President Harry Truman and entered on his official 
duties in that capacity on May 1, 1946, or 6 days prior to the first regular meet- 
ing. At that time White, the “father” of the International Monetary Fund who 
had nursed the plans for its formation since May 1942, was known to the Federal 
Bureau of Investigation, and to the White House, as a Soviet spy. 

31. White was Executive Director of the International Monetary Fund, “the 
center for the collection and exchange” of international monetary, financial, and 
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economic information, until December 3, 1952, when he was dismissed after in- 
vyoking the fifth amendment before the Senate Internal Security Committee. 

82. Par values on the currencies of 32 countries were announced on December 
18, 1946, and by March 1957 there were 48 countries with par values agreed to 
by the fund. Many countries, however, maintain multiple exchange rates, with 
a wide disparity between the so-called official rate and the free rate; 38 of the 
present 60 member countries of the fund now employ multiple-exchange rates and 
discriminatory exchange practices. 

The currencies of most of the 60 countries where par values were agreed to by 
the fund are valued at a much reduced rate on the exchange markets or free- 
market rate. 

33. The par value of the currency of the following countries has not yet been 
established by the fund: Afghanistan, Nationalist China, Greece, Italy, Korea, 
Thailand, Uruguay, and Vietnam. 

34. On January 7, 1957, the fund established the par value of the Argentina 
peso at 18 to the United States dollar or the equivalent of 0.0556. Argentina, 
however, under her multiple-exchange system, also has a free rate of 40 to the 
dollar or 0.0246. 

35. Australia: Initial par value of the Australian pound, established on No- 
vember 17, 1947, was 2.86507 grams of fine gold per pound or 322.400 United 
States cents per pound. On the proposal of the Australian Government, in 
which the fund concurred, the par value of the pound was changed on September 
18, 1949, to 1.99062 grams of fine gold per pound or 224 United States cents per 
pound. 

36. Austria: The schilling is 26 to the dollar or 3.84615 cents. It is unchanged 
since May 1953. 

37. Belgium: The initial par value of the Belgian franc, established on 
December 18, 1946, was 0.0202765 gram of fine gold per franc or 2.28167 United 
States cents. On the proposal of the Belgian Government, in which the fund 
concurred, the par value of the franc was changed on September 22, 1949, to 
0.0177734 gram of fine gold per franc or 2 cents. 

88. Bolivia: The initial par value of the boliviano, established on December 18, 
1946., was 0.0211588 gram of fine gold per boliviano or 2.38095 cents. On the 
proposal of the Government of Bolivia, in which the fund concurred, the par 
value of the boliviano was changed by decree on April 8, 1950, to 0.0148112 gram 
of fine gold per boliviano or 1.66667 United States cents. On May 14, 1953, on 
the proposal of the Government of Bolivia, in which the fund concurred, the 
par value of the boliviano was changed to 0.00467722 gram of fine gold per 
boliviano or 0.526316 of a United States cent. Bolivia, however, has a free rate, 
according to latest advices from the Department of Commerce, of 7,650 bolivianos 
to the United States dollar, a boliviano being the equivalent in value of only 
0.00012 of a United States cent. 

39. Brazil: The par value of the Brazilian cruzeiro, according to the Inter- 
national Monetary Fund, is 18.5 per United States dollar or 5.40541 United States 
cents. The official rate, according to the Department of Commerce is approxi- 
mately the same, 18.82 to the dollar or the equivalent of 0.0531 dollar or slightly 
more than 5 cents. Brazil, however, also has a free rate of 77 to the dollar 
with an equivalent value of 1549 cents. 

40. Burma: The kyat contains 0.186621 gram of fine gold, or valued at 4.761 
to the United States dollar or 21 cents. 

41. Canada: Initial par value of the Canadian dollar, established December 
18, 1946, was 0.888671 gram of fine gold per dollar or 100 United States cents. 
On September 19, 1949, “following consultations with the fund,” the par value 
was changed to 0.807883 gram of fine gold per dollar, and on September 30, 1950, 
Canada introduced a new exchange system under which the exchange value would 
be allowed to fluctuate, “so that for the time being Canada will not insure that 
exchange transactions within its territories will be based on the par value es- 
tablished on September 19, 1949. Information given here in regard to par values 
of foreign currencies, and statements within quotations, are unless otherwise 
noted, from the International Monetary Fund publication “Schedule of Par 
Values,” 23d issue dated March 15, 1957. With reference to Canada the publi- 
cation also states: “No new par value has been proposed to the fund.” 

The Canadian dollar has consistently been worth more on the open market 
than the United States dollar. It is now quoted at $1.06 in United States money. 

42. Ceylon: Par value of the rupee in terms of United States dollars, estab- 
lished January 16, 1952, is 4.76190 or 21 cents. 
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48. Chile: Initial par value of the Chilean peso, established on December 18, 
1946, was 0.028668 gram of fine gold per peso or 3.22581 United States cents. 
On the proposal of the Chilean Government, in which the fund concurred October 
2, 19538, the par value was changed to 0.00807883 gram of fine gold per peso or 
0.909091 of a United States cent. Chile, however, has a multiple-exchange sys- 
tem including a “bankers’ free rate” and a “‘brokers’ free rate.” The Depart- 
ment of Commerce on June 10, 1957, noted the former as 592 to the United States 
dollar or a peso equivalent to 0.0017 cent, and the latter as 701 to the dollar with 
a peso equivalent to 0.0014 cent. 

44. China: The par value has not yet been established. 

45. Colombia: Par value of the Colombia peso, established on December 18, 
1946, was 0.507816 gram of fine gold per peso or 57.1433 United States cents. On 
the proposal of the Colombian Government, in which the fund concurred on 
December 17, 1948, the par value of the peso was changed to 0.455733 gram of 
fine gold per peso or 51.2825 United States cents. Colombia has two rates, basic 
and free. The basic rate, according to the Department of Commerce is 2.51 pesos 
per United States dollar with a peso equivalent to 39.84 cents. The free rate, 
however is 7.05 pesos per dollar with the value of the peso equivalent to a frac- 
tion over 14 cents. 

46. Costa Rica: The Costa Rican colon has a par value of 0.158267 gram of fine 
gold, with 5.615 to the dollar of each colon worth 17.809 cents, according to the 
fund. The Department of Commerce lists two exchange rates, one “official” and 
one free. The “official” rate is 5.67 to the dollar, and the free rate 6.65 or the 
equivalent of 15 and a fraction cents. ; 

47. Cuba: The Cuban peso is the equivalent of the United States dollar. 

48. Denmark: The initial par value of the Danish krone, established on De- 
cember 18, 1946, was 0.185178 gram of fine gold per krone or 20,8376 United 
States cents. On the proposal of the Danish Government, in which the fund 
concurred, the par value of the krone was changed on September 18, 1949, to 
0.128660 gram of fine gold per krone or 14.4778 United States cents. 

49. Dominican Republic: The Dominican peso equals the United States dollar. 

50. Ecuador: The initial par value of the sucre, established on December 18, 
1946, was 0.0658275 gram of fine gold per sucre or 7.40741 cents. On the proposal 
of the Government of Ecuador, in which the fund concurred, the par value of the 
sucre was changed on December 1, 1950, to 0.0592447 gram of fine gold or 
6.66667 United States cents. Ecuador has a “central bank” or “official” exchange 
rate, and a free rate. The official rate is given by the Department of Commerce, 
as 15.15 to the dollar or 6% cents, and the free rate as 18.30 to the dollar or 
5% cents. 

51. Egypt: Par value of the Egyptian pound was established on December 18, 
1946, as 3.67288 grams of fine gold per pound or 413.300 United States cents. On 
the proposal of the Egyptian Government, in which the fund concurred, the par 
value of the pound was changed on September 18, 1949, to 2.55187 grams of fine 
gold per pound or 287.146 United States cents. 

52. El Salvador: Par value of the colon, set December 18, 1946, has remained 
at the equivalent of 2% to the dollar or 40 cents. 

53. Ethiopia: The Ethiopian dollar has remained stable, containing 0.357690 
gram of fine gold and valued at 4014 cents. 

54. Finland: The Finnish markka contains 0.00386379 gram of fine gold, or 
230 to a dollar and each markka worth 0.43 of a United States cent. 

55. France: France presents an unusual situation. According to the fund: 
“The initial par value of the French franc, established on December 18, 1946, 
was 0.00746113 gram of fine gold per franc or 0.8399583 United States cent per 
franc. Since January 26, 1948, there has been no agreed par value with the 
fund for the franc. 

Computations by the fund are made on the basis of the rate of 349.60 francs 
per United States dollar.” Recently the French Government affected a devalua- 
tion of the franc by imposing what the Wall Street Journal terms “a new 20 
percent tax on all imports except fuel and raw materials and a 20-percent subsidy 
on all exports except steel, iron, and certain grades of coal.” It stated further: 
“The French Government’s weekend tinkering with the franc is but a prelude to 
further devaluation moves.” 

In a dispatch from Paris by its correspondents there, it was reported that in 
the view of Paris financial experts “the selective devaluation will be extended 
within the next 6 months to take in most trade transactions not yet covered. 
And there’s speculation that France may later be forced into an even deeper, 
across the board devaluation. * * * The weekend’s partial devaluation was 
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intended mainly to curb imports and bolster French exports, and thus reduce 
the nation’s excess of foreign spending over earnings.” Further in the report 
the writers state: 

“A sizable deterioration ir the free market value of the franc undoubtedly 
would move the International Monetary Fund to start reapplying pressures on the 
French to devalue further. France has a potential $262 million to draw on in the 
IMF, but that body is strongly of the view that France should not be allowed to 
withdraw its funds without further evidence that it is taking effective steps to 
combat inflation. French finances are certain to be a top topic at the September 
annual meeting of the Monetary Fund. The partial devaluation this weekend was 
in part designed to appease fund officials and head off a nasty showdown at next 
month’s session, officials here reckon.” Editorializing on France’s move the Wall 
Street Journal states in part: “For years the French franc has been greatly and 
plainly overvalued. So it is simply a recognition of reality for the French 
Government now to cut the currency’s value by 20 percent on most trade trans- 
actions. The French prefer not to call this devaluation but that is what it is. 
For one thing, various devices have already been in use to make French exports 
cheaper; the new 20-percent cut is intended to replace a system the French 
Finance Minister describes as ‘complicated, uncertain, and precarious.’ Thus the 
devaluation is not as drastic as it looks. More importantly, the whole notion 
that nations can in fact peg their currencies at whatever rate they choose is 
illusory. They can’t do it. If the pegged rate does not reflect real value—it 
usually doesn’t—then free markets or black markets will provide the realistic 
exchange facilities. That has been the experience of France. 

“Not even the Russians, with their supposedly total control of the economy, 
can doit. The ruble is fantastically overvalued at four to the dollar, so for some 
time the Soviet Government has been making concessions to reality through dis- 
counts to tourists and other gimmicks. More recently the Soviets established 
a ‘premium’ rate of 10 to the dollar while still hanging on to the fiction of the 
old official rate. Sooner or later, then, the governments which try to play this 
monetary game have to come down to earth.” A New York dispatch, printed in 
the same August 13, 1957, issue, reported that “some New York dealers quoted the 
france at 450 to the dollar, compared with around 4385 Friday.” [Emphasis in 
the above paragraph supplied. ] 

56. German Federal Republic: The initial par value of the deutschemark, 
established January 30, 1953, at 0.211588 gram of fine gold per unit or 4.2 to the 
United States dollar, the equivalent of 23.8095 cents, has not been changed since. 
ion Greece: The par value of the Greek drachma has not been established by 
the fund. 


‘ a Guatemala: Par value of the quetzal is identical to the United States 
ollar. 

59. Haiti: Par value of the gourde is the equivalent of one-fifth of the United 
States dollar or 20 United States cents. 

60. Honduras: The par value of the lempira is the equivalent of 50 cents, 
according to the International Monetary Fund, to 49% cents in the Department 
of Commerce table. 

61. Iceland: The initial par value of the Icelandic krona was established 
on December 18, 1946, as 0.136954 gram of fine gold per krona of 15.4111 United 
States cents. On the proposal of the Government of Iceland, in which the 
fund concurred, the par value of the krona was changed on September 21, 1949, 
to 0.0951359 gram of fine gold or 10,7054 United States cents. On March 20, 
1950, on the proposal of the Government of Iceland, in which the fund con- 
curred, the par value of the krona was changed to 0.0545676 gram of fine gold 
or 6.14036 United States cents. 

62. India: The initial par value of the Indian rupee, established on Decem- 
ber 18, 1946, was 0.268601 gram of fine gold per rupee or 30.2250 United States 
cents. On the proposal of the Indian Government, in which the fund con- 
curred, the par value of the rupee was changed on September 22, 1949, to 
0.186621 gram of fine gold or 21 cents. 

63. Indonesia: No par value has yet been established but the fund makes its 
computations “on the basis of 11.40 Indonesian rupiahs per United States 
dollar.” 

64. Iran: The par value of the Iranial rial has remained unchanged from 
0.0275557 gram of fine gold per unit or the equivalent of 3.1 United States 
cents. 

65. Iraq: The initial par value of the Iraqi dinar, established on December 18, 
1946, was 3.58134 grams of fine gold per dinar or 403 United States cents. On 
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the proposal of the Iraqi Government, in which the fund concurred, the par 
value of the dinar was changed on September 20, 1949, to 2.48828 grams of fine 
gold per dinar or 280 United States cents. 

66. Israel: Par value of the Israel pound was first established on March 13, 
1957, as 0.493706 gram of fine gold, the equivalent of 55,555 United States 
cents. 

67. Italy : Par value of the Italian lira has never been established. 

68. Japan: The initial par value of the yen, established on May 11, was 
0.00246853, the equivalent of 360 units to the dollar or 0.277778 of a United 
States cent, and has since been unchanged. 

69. Jordan: Initial par value of the Jordanian dinar was established on 
October 2, 1953, as 2.48828 grams of fine gold per dinar, the equivalent of 280 
United States cents. 

70. Korea: Par value not yet established. 

71. Luxembourg: The initial par value of the Luxembourg franc, established 
December 18, 1946, was 0.0202765 gram of fine gold per franc or 2.28167 United 
States cents. On the proposal of the Government of Luxembourg, in which 
the fund concurred, the par value of the franc was changed on September 22, 
1949, to 0.0177734 gram of fine gold per franc or 2 United States cents. 

72. Mexico: The initial par value of the peso, established by the fund on 
December 18, 1946, was 0.183042 gram of fine gold per peso or 20.5973 United 
States cents. On the proposal of the Mexican Government, in which the fund 
concurred on June 17, 1949, the par value of the peso was changed to 0.102737 
grams of fine gold per peso or 11.5607 United States. On the proposal of the 
Mexican Government, in which the fund concurred on April 19, 1954, the par 
value of the peso was again changed, this time to 0.0710987 gram of fine gold or 
8 cents. 

73. Netherlands: The initial par value of the Netherlands guilder, established 
vn December 18, 1946, was 0.334987 gram of fine gold for guilder or 37.6953 
United States cents. On the proposal of the Netherlands Government, in which 
the fund concurred, the par value of the guilder was changed on September 21, 
1949, to 0.233861 gram of fine gold per guilder or 26.3158 United States cents. 

74. Nicaragua: The initial par value of the cordoba, as established by the 
fund on December 18, 1946, was 0.177734 gram of fine gold per cordoba or 20 
United States cents. On the proposal of the Government of Nicaragua, in which 
the fund concurred, the par value of the cordoba was changed on July 1, 1955, 
to 0.126953 gram of fine gold per cordoba or 14.2857 United States cents. Nica- 
ragua has both an “official” and a “curb” exchange. On the basis of the official 
rate, according to the Department of Commerce, the cordoba is 141%o9 cents, 
while on the basis of the free rate it is worth 12% cents. 

75. Norway: The initial par value of the Norwegian krone, set by the fund on 
December 18, 1946, as 0.179067 gram of fine gold per krone placed it as worth 
20.15 United States cents. On the proposal of the Norwegian Government, in 
which the fund concurred, the par value of the krone was changed on September 
18, 1949, to 0.124414 grams of fine gold per krone or 14 United States cents. 

76. Pakistan: The initial par value of the Pakistan rupee, established on March 
19, 1951, was 0.268601 gram of fine gold per rupee or 30.2250 United States cents. 
On the proposal of the Government of Pakistan, in which the fund concurred, the 
par value of the rupee was changed on July 31, 1955, to 0.186621 gram of fine 
gold per rupee or 21 United States cents. 

77. Panama: The Panamanian balboa is the equivalent of the United States 
dollar. 

78. Paraguay: Par value of the guarani was established by the fund on 
December 18, 1946, as 0.287595 gram of fine gold or the equivalent of 32.3625 
United States cents. On the proposal of the Paraguayan Government, in which 
the fund concurred, the par value was changed on March 5, 1951, to 0.148112 
gram of fine gold per guarani or 16.6667 United States cents. On the proposal 
of Government of Paraguay, in which the fund concurred, the par value of 
the guarani was changed on January 1, 1954, to 0.0592447 gram of fine gold or 
6.6667 United States cents. On the proposal of the Paraguayan Government, in 
which the fund concurred, the par value on August 18, 1954, was changed to 
0.0423177 gram of fine gold or 4.76190 United States cents. On the proposal 
of the Government of Paraguay, in which the fund concurred, the par value of the 
guarani was changed on March 1, 1956, to 0.0148112 gram of fine gold per 
guarani or 1.66667 United States cents. Paraguay has an official rate at this 
last value, and also a free rate. On the basis of the free rate it requires 120 
guaranis to be the equivalent of a dollar, and a guarani is worth a microscopic 
fraction over 0.8 of 1 United States cent. 
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79. Peru: Initial par value of the Peruvian sol, established by the fund on 
December 18, 1946, was 0.136719 gram of fine gold or 15.3846 United States cents. 
In November 1949, Peru introduced a new exchange system, on which no agree- 
ment as to par value has been reached. Selling rate of the Peruvian sol, as 
quoted by the Department of Commerce, is 19 or 19.05 to the United States 
dollar or the equivalent of approximately 54%, United States cents. 

80. Philippines: Par value of the peso has long remained at the equivalent of 
50 United States cents. 

81. Sweden: Par value of the Swedish krona has remained unchanged at the 
equivalent of approximately 1944 cents. 

82. Syria: Par value of the Syrian pound was established as 0.405512 gram 
of fine gold on July 29, 1947, or the equivalent of 45.6313 United States cents, 
and has remained unchanged since. 

83. Thailand : Par value not yet established. 

84. Turkey: Par value of the Turkish lira was established by the fund on 
June 19, 1947, as 0.317382 gram of fine gold, or the equivalent of 35.7143 United 
States cents, and has not been changed. 

85. Union of South Africa: The initial par value of the South African pound 
was established on December 18, 1946, as 3.58134 grams of fine gold per pound, 
or $4.08. On the proposal of the South African Government, in which the fund 
concurred, the par value of the pound was changed on September 18, 1949, to 
2.48828 grams of fine gold per pound, or $2.80. 

86. United Kingdom: The initial par value of the pound sterling, established 
on December 18, 1946, was 3.58134 grams of fine gold per pound, or $4.03. On the 
proposal of the Government of the United Kingdom, in which the fund concurred, 
the par value of the pound sterling was changed on September 18, 1949, to 
2.48828 grams of fine gold per pound sterling, or $2.80. 

87. The par value of the United States dollar, expressed by the fund in grams 
is 0.888671 gram per dollar, or $35 to a troy ounce of gold, as established by 
President Roosevelt in 1934. It has not been changed. 

88. Uruguay: The par value of the peso has never been established by the 
fund. Uruguay has three types of exchange, basic, free certificates, and free. 
The peso at the basic rate is worth 47 and about two-third cents, at the other 
rates 24 and a fraction cents. 

89. Venezuela: The International Monetary Fund gives the par value of the 
bolivar as 0.265275 gram of fine gold or the equivalent of 29.8507 United States 
cents. 

90. Vietnam: The par value has not yet been established. 

91. Yugoslavia: Initial par value of the Yugoslav dinar, established by the 
fund on May 24, 2949, was 0.0177734 gram of fine gold per dinar, or 2 United 
States cents. On the proposal of the Yugoslav Government, in which the fund 
concurred, the par value of the dinar was changed on January 1, 1952, to 
0.00296224 gram of fine gold per dinar, or one-third of a United States cent. 

92. Actually not one of the currency units given above contains gold. The 
gold content is fictitious. There is no gold pound or gold dollar any more than 
there is a gold boliviano or a gold franc or a gold yen, each of which, if a gold 
coin, would be scarcely larger than a flyspeck. The gold fiction is maintained 
only for the purposes of actual gold exchanges between governments. 

93. The International Monetary Fund record cited above shows that it has 
concurred in the devaluation of the currencies of 21 countries, including the 
United Kingdom, Belgium, Mexico, The Netherlands, India, Norway, Pakistan, 
and Yugoslavia; has taken no position on devaluation by France or Peru; has 
been ignored by Canada, and has set no par value on the currencies of 8 countries, 
including Italy, Uruguay, Thailand, or Greece. 

94. The International Monetary Fund, on December 18, 1946, established par 
values On a varying basis for the separate currencies Britain’s colonies and 
possessions, including Gambia, Nigeria, Sierra Leone, Federation of Rhodesia 
and Nyasaland, Bahamas, Bermuda, Cyprus, Falkland Islands, Gibraltar, Jamai- 
ca, Malta, Aden, British Somaliland, Kenya, Tanganyika, Uganda, Zanzibar, Bar- 
bados, British Guiana, Leeward Islands, Trinidad, Windward Islands, British 
North Borneo, Brunei, Malaya, Sarawak and British Honduras. On the pro- 
posal of the United Kingdom, in which the fund concurred, the par values of 
all of these separate currencies, except that of British Honduras, were reduced 
substantially on September 18, 1949, and that of British Honduras was reduced 
on December 31 of that year. The British West African pound, Southern 
Rhodesian pound, Bahamas pound, Bermuda pound, Cyprus pound, Falkland 
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Islands pound, Gibraltar pound, Jamaica pound and Maltese pound, all of which 
have a parity with sterling, were reduced from the equivalent of $4.03 to $2.80 
United States. The British East African shilling was reduced from 20 to 14 
United States cents, the British West Indian dollars from 84 to 58 United States 
cents, the Malayan dollar from 47 to 33 United States cents, and the British 
Honduras dollar from the equivalent of the United States dollar to 70 cents. 
Belgium and France were granted similar devaluations of their colonial cur- 
rencies. 

95. At the same time that the International Monetary Fund, 26.60 percent 
financed by the taxpayers of the United States, has concurred in or condoned 
devaluations in currency of the major trading nations of the world, these nations 
have erected barriers against the importation of products from the United States, 
or barriers against payment for such goods or both. A complete table of these 
restrictions, listed by countries, appears in my floor speech of August 13, 1957, 
reported in the Congressional Record. These tables are published on pages 13292, 
13293, and 13294 of the Record of that date, and demonstrate the hypocrisy of 
Harry Dexter White and his associates in establishment of this fund in ex- 
pressing as a major purpose of the fund, the “elimination of foreign exchange 
restrictions.” Thirty-eight of the member countries of the International Mone- 
tary Fund require import licenses or exchange permits, 18 of them both. 

96. From the evidence given above it can be seen that the International 
Monetary Fund has been wholly ineffective in either stabilizing exchange or dis- 
couraging multiple exchange rates which negate any sound determination of cur- 
rency values. The facts are that the currencies of the world are no longer based 
on gold or silver, but on printed paper, the value of which is whatever the issu- 
ing government may choose to say it is. 

97. It is also obvious that in our international financial transactions the 
United States has been continually shortchanged in the trade markets of the 
world. 


(Whereupon, at 8: 35 p. m., the hearing in the above entitled matter 
was adjourned.) 
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